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INTRODUCTION TO 
THE ENGLISH EDITION 


The manuscnpt of this book was almost completed before 
the surrender of German> It was dcliscrcd to the Amencan 
publishers soon after that event The author rcccu cd his galley 
proofs just in time to make any corrections necessitated bj the 
victory of the Labour Party in the General Election of 1945 
Page proofs were returned to the pnntcr the day after the sur- 
render of Japan After the book had gone to press in the United 
States President Truman ordered the cessation of Lend-Lease, 
and the Anglo-Amencan financial and commercial agreement 
was negotiated This and the Bretton Woods Agreement have 
been ratified by Parliament Both nations has e begun the diffi- 
cult task of remolding their economics for peace 
This IS a lime in which cnlical events overtake us with 
bewildering speed If it were necessary, with every new 
development, to make drastic changes in analysis of the 
problems here examined, the author would have to write not 
1 book but 1 weekly journal or a daily newspaper Review 
of these pages on each of the occasions when opportunu> to 
correct them his ansen his not, however, indicated a need for 
substantial modification The problems remain, the possible 
modes of attacking them arc not basically altered, and the 
significance of the choices of policy which have been or ma> 
be made u no difTcrent in 19 {G than it appeared m The 

publisher and the author therefore have decided that the 
present edition should contain the same text onginallj published 
in the United States, and that the bcanng of subsequent events 
should be bncflv discussed in this Introduction 
The sudden tcrmimtion of Lend Lease by order of the 
President immediately after the surrender of Japan not onl) 
shocked British opinion but took Americans hj surprise There 
had been no popular demand for this action While it was 
undentood that Lentf-f^isc was in arrangement for the dura- 
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tion ofhostilities and could not conttnue indefimtely, there uas 
no legal necessity for ending it before the %sar was regarded as 
has mg come to a close for other purposes Congress had not by 
resolution declared that the war was over, an action which 
would automatically bring mto effect, after predetermined 
periods, the expiration of numerous other emergency measures 
The powers of the cxecutiv e were not altered, and such changes 
as were made in domestic controls were purely a matter of 
Presidential discretion 

Fhc reasons for Mr Truman s decision in this instance have 
not officially been made public Less damage to Anglo- 
American friendship would have been occasioned if the action 
had been preceded by consultation between the parties leading 
to at least general understanding concerning the nature of a 
substitute, and if the termination had resulted from an agrcc- 
mem instead of being unilateral The mistake, however, was 
one more of manners than of substance In the end the same 
difficulties would have had to be adjusted, and mutually agree- 
able plans for the future would ha\ c had to be made Postpone- 
ment of the issue for a few months would have obviated 
irritation and discomfort, but could not have altered the future 
of the Bntish people 

Near the beginning of Chapter III the author wrote not 
only that Bntam would be reluctant to borrow from the United 
States but that a gift to bridge over the unfavorable balance of 
pa>ments until exports could be sufficiently increased would be 
unwelcome to the Bntish people This judgment seems to be 
contradicted by the fact that the British financial mission asked 
for a grant without interest In essence, however, the author 
still believes that his statement was true It was embarrassing 
to make this request and to suffer the indignity of its refusal 
The mere fact of financial dependency on an Ally was and 
IS irksome The virtue of Ixrnd Lease was that it had been 
conceived in terms of mutual advantage and had matched the 
greater sacrifice of the Bntish against the greater physical 
resources of the United States Tlic failure of the American 
aulhontics to recognize the continued pertinence of these 
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considerations for a penod after military \ictory had been won 
IS a failure not of generosity but of imagination It was only 
partially redeemed by the decision to cancel the unbalanced 
Lend-Lease "debt" already incurred 
The financial agreement, though reluctantly ratified by 
Parliament, has not at this writing been accepted by Congress 
If It should be rejected the whole issue ivould be reopened 
Possibly some substitute arrangement could be devised, though 
the chances would seem to be that Bntain would be compelled 
to try a course advocated by those who oppose multilateral 
trade If Congress should ratify the agreement the question 
remains whether Bntam would benefit 

If one concentrates on the substance of the agreement rather 
than on the words employed, the terms arc less onerous than 
thc> might appear without careful study of their detailed 
provisions There is no fixed loan, but a line of credit which 
may be used as the occasion anscs Neither interest nor pay- 
ments of pnncipal arc to be due until the end of 1951 Both 
together are annually to amount to slightly more than 3 18 per 
cent of the borrowings outstanding on that date Interest 
payments are to be waived in any year if for the preceding five 
yean the average income of the United Kingdom from exports 
both visible and invisible is less than the average for 193^38, 
changes m the pnee lev cl being accounted for 

This proviso will in effect mal^e the credit a loan without 
interest unless and until, for a penod of five years, British real 
income from abroad reaches the pre-war level It should be 
spcciilly noted that incomes from foreign investment, shipping 
sen ices, and the like arc regarded as invisible exports, ind there- 
fore no interest vvill be due unless Bntam makes full recovery 
from the war inroads on these sources of income This would 
imply an increase of 75 per cent or more in the value of 
commodity exports above 1936-38 Once Bntain had hit this 
foreign trade target pay ment of interest on borrowangs up to 
^i.75o mn’i’ion at a per cent, or a mxximum of S75 million 
annually, ought not to be too heavy a burden If Bntam docs 
not achieve this goal her difficulties wall anse from the lack of 
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sufficient exports rather than from the fact that she was obliged 
to borrow money to help her over the transition period The 
basic problem remains the same as if it had nev er been necessary 
to negotiate a loan 

The bearing of the financial agreement on Britain's ability 
sufficiently to enlarge exports is the chief consideration In 
general it seeks to pledge both nations to a multilateral system 
rather than allowing either to use measures regarded m the 
United States as ‘ discnminatory" The issues involved in this 
choice are those discussed in the present volume 

Even in this respect the agreement permits a good deal of 
flexibility, emphasizing not so much specific means as the 
ultimate goal Let us examine, for instance, what it stipulates 
regarding the rationing of dollar exchange within the sterling 
area This is to be abandoned one year after the efifectivc date 
of the agreement unless a later date is made necessary by 
exceptional events The end of exchange rationing, however, 
applies only to receipts from current transactions and not to 
dollar exchange already impounded Even without this agree- 
ment It IS questionable how long m times of peace, the sterling 
area countries would be willing to sanction the pooling of dollar 
exchange m the interest of Great Britain Exchange controls, 
though permitted, arc not to be applied m such a way as to 
interfere with the payment for current transactions But this 
docs not mean that Britain may not limit her imports She 
may do so provided the restnction does not discnminatc 
against imports from the United States It is not to be regarded 
as discnmmaiion if Dntam uses inconvertible currencies for 
needed imports, or if Bntain places orders to relieve a country 
whose economy has been disrupted by war 
There is a further proviso which is scill more important The 
rationing of dollar cxclnngc during the war was prompted by 
the fact that there were not enough dollnn available for the 
countries which wished to spend them The same necessity 
might arise in peacetime if the United States should develop 
an excess of exports over imports, without extending sufficient 
forcigri loans or investments, so that dollars became scarce 
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This vs as the situation m the depression of the thirties The 
* scarcc-currcncy clause” of the Brctton Woods agreement 
permits the pooling and rauoning of dollars (or any other 
currency) under such circumstances The Anglo-American 
financial agreement maltes specific exceptions in the applica- 
tion of any of its clauses which might conflict with such action 
on the part of the International Monetary Fund Therefore 
something v cry like the dollar pool of the sterling area may be 
restored by international agreement at any time when it may 
be necessary 

The disposition of sterling balances accumulated in Britain 
during the war (or subsequently for military purposes) is to be 
settled by agreement between Bntain and each of the countries 
concerned Proceeds of the line of credit from the Umted 
Stales arc not to be used to repay them This condition is 
certainly to the advantage of Bntain, since she needs the dollars 
for current imports It is proposed to seek the downward 
adjustment of the sterling debts as a contnbution to postwar 
settlement That is desirable not only for Bntain but for the 
general welfare The remainder wall be partly released for 
immediate use and partly released m future annual instalments 
The whole operation will thus be the equi\ alent of funding the 
sterling debts \Nhatcver sterling is released wll he asailablc 
for purchases not only in the sterling area but anywhere This 
means that the creditor nations need not buy exclusueiy in 
Bntain to collect what is due them, but may buy m the United 
States or elsewhere as well 

The individual Bntish exporter may regard this freeing of 
blocked sterling exchange as unfair to him He may sec an 
order which he might have had going to an American compeu 
tor If so, how cv cr, something else w ill happen that he docs not 
see The purchaser will have to exchange his sterling for 
dollars m order to buy m the dollar area That means that 
someone else must exchange dollars for sterling The sterling 
will not disappear, somebody wall have it, and it will have to 
be used, if it is used at all, for purchases from the sterling area 
The debt cannot ulumately be discharged without equivalent 
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exports from Britain The national interest of Britain would 
gam if It could, since exports to pay debts buy no new imports 
jn return But actually it is a matter of indifTcrencc to the 
national economy whether the debt is paid directly by exports 
from Britain to creditor nations or in a roundabout way by 
exports from Britain to someone from whom the creditor 
nations buy The provision is not one for permitting Amencan 
exporters to share m trade which might have been exclusively 
Bntish, but is intended to permit both to gam from the supposed 
benehts of multilateral trade 

In a joint statement accompan>ing the financial agreement 
the United Kingdom expresses its support of the important 
points in proposals by the United States to be submitted to an 
international trade conference These proposals arc intended 
to set the course of policy for the longer future While in general 
they arc aimed at remov ing rcstnctions, they arc far from being 
a complete endorsement of laisscz fatre 

The first proposal is that each participating nation should 
undertake to maintain full employment within its own borders, 
and should do so by measures which do not increase unemploy- 
ment in other countnes or interfere with the expansion of inter- 
national commerce Achievement of this aim is recognized as 
a “necessary condition" of an enlarged \ olumc of trade \\ hilc 
there can be no guarantee that any nation will fulfill such a 
pledge, acknowledgement of the pnnciplc, especially by the 
United States, is not without significance Full employment 
in the United States would necessitate a real national income 
at least 50 per cent above prewar levels, and imports b> the 
United States have in the past varied almost exactly as the 
national income In view of the overwhelming importance to 
world trade of purchases by the United States success in this 
undertaking would render Bntain’s task easier 

It is also proposed to form an International Trade Organiza- 
tion, members of which would engage to reduce tariffs and 
preferences, eliminate quantitative trade restrictions, abolish 
export subsidies, and curb resmctiv c practices of international 
cartels The effect of Imperial Preference on British trade is 
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discussed m the body of this book Tfic evidence seems to show 
that Its abandonment vsould not injure exports from Bntam 
in an active vvorld market, vvhile reciprocal tariff reductions by 
the United States would help to expand those exports The 
provisions regarding removal of quantitative trade restnctiom, 
subsidies, and exchange control arc full of exceptions which 
ivould allow these devices lo be applied where necessary in the 
transttJonal period, or for special emergencies, or when required 
to maintain an intern itiona! balance of pa)me:nt5 In other 
words, if general trade expansion should not be achieved pro- 
tective measures which Bntam might favor in such circumstances 
would be sanctioned State trading is expressly pennittcd, on 
condition that purchases and sales be non-discnminatory, their 
allocation among sellers or buyers being influenced solely by 
commercial considerations International commodity agree- 
ments arc also permitted under pnnciples which would protect 
the consumers and w ould first of all attempt to reduce unsale- 
able surpluses by reductions in pnee 

Bntam is bound to these proposals only to the extent that 
thqf may be adopted, after possible modification, by the inter- 
national trade conference She is pledged to work toward the 
goal of multilateral trade so long as multilateralism leads to 
expansion of the world economy, but is not required to eschew 
safeguards m case it does not do so Thus, she is prevented only 
from setting out at once on the project of building a limited 
trading area w hich might be insulated from Amencan depres- 
sion or competition before waiting to see whether multi- 
lateralism succeeds 

Finally the tendency of economic events in the United 
States since the vnetory over Japan should be bnefly outlined 

The fear commonly expressed m Bntam that, because of 
Its immense increase m productive capacity, the Amencan 
economy would seek to relieve domestic unemployment by 
mamuining a large export surplus through loans or subsidies 
IS far from being realized Though technical reconversion has 
been rapid, production of civilian goods of all kinds Jags far 
behind the demand The growth fiT production has been 
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deb>ed by strikes and the necessity of making a complicated 
readjustment of wages and prices Numerous industnes ha\c 
also suffered from labor shortages In spite of these difScuIacs 
the index of the phj'^ical v ojumc of industrial production was 
m December, 1945, 162, or exactly the same as for 1941, ishich 
w:a5 the jear of largest peacetime producDon m the history of 
the nauon Ic 1940 the mdex had been 125 This xolumc of 
production is lar from satisfying the current domestic demand, 
which IS stimulated both by the accumulated dchcicnacs of 
war and bv ample purchasing posscr 

Non agricultural employment, though it has fallen from the 
war peaks, has been rising and stands at about ihclcid of 1941 
The aggregate v:aluc of income payments has scarcely dropped 
below the 1944 Icid, the index number for December, 1945, 
being 233 8 against 233 4 for 1944 This compares with 138 in 
1941 Pnee control has so far succeeded in presenting the cost 
of biing from rising in anything like the same proportion, the 
official index number being about 25 per cent abosc the 194 1 
lescL In addition to the current income asailable for spending 
there is an accumulation of more than $ 140,000 million of war 
saimgs, about half of which arc in the form of currency and 
bank deposits 

The consequence is that the domestic market will for some 
time absorb almost es«ythmg that can be produced The 
urgency vs to increase pnsducuon rather than to relieve 
unemployment. The prci-alcnt fear is that pnee inHation will 
become uncontrollable Strong resistance has developed to the 
proposed Bntisb and other foreign loans because of the effect 
of exports in. dimumhing domesUc supplies and stimulating 
inflation The immediate danger is not that the United Sutes 
wiH attempt to rchevc unemployment by pushing exports, but 
that she will not gn c ruffiaent aid to reconstruction in other 
naUons 

This shortage of domestic supplies u doubtless temporary, 
and may rvennially be succeed^ by the surplus which Bnmh 
commentators have feared Although Congress has passed a 
watcred-dowTi version of the adminutranon’s full-employment 
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bill there is no assurance that a depression ma^ not follois the 
satisfaction of the uar-created bacJJogs of demand 1 \Tien this 
i>ould occur It IS difficult to estimate There is almost certain, 
hoiics'cr, to be an intervening period in which the scarcit> of 
goods and the rising tendency of prices in the United States 
will leave plenty of opportumt> for such Bn ush exporters as 
can fulfill demands for their products Men of good will in both 
nations still have a little time left in vshich to assure the political 
and niihtar) secunty and the economic stabilization on which 
may be built that expanding global economj which is the 
pnmc essential both for their populations and those of the rest 
of the world 


UarrA 1946 


George Soule 



FOREWORD 


The author visited England in a purely unofficial capacity. 
He did not, and does not, speak for ans go\ eminent or for any other 
interest During the dark December and Januar) of the last xcar of 
the war in Europe, when rockets were falling from t^e stratosphere, 
when weanness had become almost unendurable and hope was de^ 
feired by the German oRcnsne in the Ardennes, persons in many 
walks of life — economists, businessmen, engineers, labor lead 
ers, goiemment Ministcn, Mcmben of Parliament, civil servants, 
journalists, phjsicians, members of the armed forces both British 
and American, American officials and experts housewives, workers, 
strangers in pubs and trams — found the time and took the trouble 
to discuss with him m detail and at length tlie subjeeb with which 
this book deals To mention all tbcir names would be impossible, it 
would also in manj cases be a breach of confidence, since the con 
vcrsations in question were frank and off the record But the author 
feels a deep obligation to thank any of those into whose hands this 
book may happen to fall for their interest, courtesy, and hospitality 
Without their honest expressions of opinion, the information they 
freely offered and the trouble they incurred, the book would have 
been impossible 

Particular thanks are due to the staffs of the Ministry of Informa- 
tion the Office of War Information, American Ambassador Jolin 
G Winant and the staff of the American Embassy, and the staff of 
PEP (Political and Economic Planning) for assisting the author in 
meeting those who could help him and suggesting to him sources of 
information Needless to say the opinions here expressed arc the 
w ritcr’s own and should not be attributed to any of these sources 

Acknowledgement must be made to the New Rcptibltc for per 
mission to incliulc passages from articles (some ongmally signed 
and some unsigned) that first appeared in its piges 

, Closes Soui-t 
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THE SAME WORDS; 

A DIFFERENT LANGUAGE 


Afterdinner speeches celehratmg Anglo-Amcncan har 
monj alwaj's emphasize the fact that the two peoples speak the 
same bnguage It would be difficult to discover a more treacherous 
support for the conclusion that they are more likely than any other 
pair of nations to remain on fncndly terms Words may be used 
not Only as instmmcnts with which to search out agreement, hut 
as weapons WTth which to promote hostility Even within a single 
famtl}, readiness of undersbnding does not always aid cordiality of 
fcchng The chances of discord are enhanced when, as is often the 
cas^ persons who use the same words mean different things by 
them To each speaker the word cames a train of associations and 
o\crtones of feeling dependent upon his own expenence If differ 
cnees can arise even among those who have shared the same patents, 
household, or city, how much more likely are they among those 
who base ncstt seen each other and have been cradled m different 
national traditions and cultures’ In this sense, two peoples who 
use the same words may actually be talking a different language 
Indeed, it has been cogently maintained that the Bntish and the 
Amcncans would have a better chance of remaining fnends if their 
respective languages were so different that nobody m one nation 
thought be could understand the other except through the medium 
of a careful translation, which would take into account the back 
ground of meaning as well as the deceptive superficial notation of 
words 


Another popubr assumption which has gone far to bedevil Anrlo- 
Amcnan reblions u tlut these h,o peoples hate, aside from Ihcit 

said that the Wood of one runs tn the veins of the Sttt or 
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that one is the mother and the other the daughter country SoIn^ 
times, less crudely, the theme is stated m the form that they share 
the same literature and the same traditions of government and in- 
dividual ethics It would be possible, if it were worth while, to 
produce a long saentific treatise proving how slender is the baso 
for such assertions Even at its birth, the United States contained 
a population of vaned national origins, and the mixture has been 
greatly increased dunng the hundred and sixty yean of its existence 
Its political social and aesthetic customs have been subject to many 
diverse influences, by no means least among which arc the expen 
cnees of its ovv n people in its own land 
Aside from the fact that the tradition of Imship is not true, or at 
least embodies a nanowly limited truth, the frequent emphasis on 
this aspect of Anglo-American relations docs as much harm as 
emphasis on any sentimental slogan On the one hand it serves 
among those m each nation who bear good will toward the other, to 
obscure both the real differences which may lead to fnction and 
the more solid bases of agreement There is little hope for endunnf 
cooperation if it must rest on famfly pndc, parental affection, oi 
filial duty On the other hand, this emphasis induces a juvemlr 
counter suggestibility among those who arc mtent upon proving 
that they arc genuine Americans rather than members of the Bnt 
ish family To penons m this mood the Declaration of Indcpcnd 
cncc has much the same emotional force as the farewell note left 
by an adolescent boy who has made up his mind to run away from 
home Persons m this state of mind react to suggestions that il 
would be well for the two nations to cooperate by expressing the 
fear that innocent and pure mmded Amencans may be influenced 
to aid the nefanous designs of an older and dominating relative 
Colonel Robert McCormick of the Chicago Tribune talks like this 
when he argues that Americans on the Astern Seaboard retain a 
colonial homage to England because the slates m which they live 
were settled colonics before the American Revolution, whereas 
citizens to the w-csl of them are capable of true American inde- 
pendence because their states were caned out of tlic wildemesi 
after the United States became a lution 
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It IS not the purpose of this booL to promote Anglo-Amencan 
undttstanding on any sentimental ground whate\er The reasons 
for harmony that seem valid to the author ought to seem )ust as 
valid to him if he were a Frenchman or a Russian or a Venezuelan 
or a Patagonian The basic assumption is that another w-otld war 
will be much more liVcU if Great Bntam and the United States do 
not seek common ends by harmonious means It is an integral part 
of this assumption that the world cannot be well fed, wxll clothed, 
wcH housed, and well educated — m other words, that it cannot 
have the kind of peace which it will want to preserve — unless the 
two great Western powers cooperate for the welfare of their own 
peoples Tins may sound like the beginning of an argument for 
an Anglo-Amencan impenum which docs not take into considera- 
tion the other great powers, and to which smaller nations will he 
subservient Nothing is further from the author's intention This 
discussion is centered on the need for cooperation between Bntam 
and the United States, not because there is not so greata need for co- 
operation with the Soviet Union, China, and France, or indeed 
with all the nations, but because, as will appear, the two great 
Western Allies occupy a central position in the world economy, 
and because there is more danger that they will take divergent 
courses than that signiScant differences will anse between either of 
them and an) of the other great riations concerned 
Those who arc la) mg the foundations for international peace 
haw placed first emphasis on the political and military provisions 
embodied m the Dumbarton Oaks agreement This plan for secanty 
against armed aggression has naturally occupied the foreground of 
public discussion Essential though some such organization is. it 
would be a fatal cnor to assume that nothing else is necessary to 
assure future peace It ma) be a comentone without which the 
stmetureof international organization could not be erected, but it is 
a cornerstone which will be without significance or value if the 
builders quit the |obas soon as it is laid 
'Hie essence of the mlernational security plan is that those 
nations which liavc overwhelming military and economic power 
hand together to preserve the world against an) new threat like that 
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recently embodied in Gemany and Japan If the population of the 
earth is to feel a real sense of secunty, which will permit energy to be 
devoted to anything beyond national defense, there seems to be no 
escape from an agreement of this kind But there will be no secunty 
in fact unless the great poneis are as ready to act together, and to 
act promptly, fifteen or thirty or fifty yean from now as they arc 
today There is nothing whatever to protect the peoples against the 
consequences of possible disagreement among the Big Five Insofar 
as the task of preservmg peace u regarded as checking the possibly 
aggressive intentions of a revivified Germany or Japan, a rift among 
the focal nabons of the Gieat Alliance will be just what the aggres- 
sois need This will be as true at any time m the future as it has been 
smcc 1939 If no new menace arises from the nations defeated in 
this war, the only chance of a new world war would arise from a 
split among the remaining great powers 
The hope that a fatal division may be avoided is not a mete wish- 
ful dream In the most general of terms, the nations which have 
won the war have no good reason for fighting each other or turning 
aggression against the smaller peoples Before Hitler struck, Nazi 
and Japanese propaganda bbclcd them ' satisfied powers, who had 
already acquired all the territory they needed In other words they 
are not btccomcn on the scene who are likely to create a disturb- 
ance by overrunning other peoples’ territory Each of them is, 
moreover, basically concerned with developing the possibilities of 
life withm its own boundanes for its own people None of them 
has an histone dominant tradition that glonfies war for its own 
sake Tlierc is therefore, no ground for a pessimistic prediction that 
these powen must inevitably fall to quarreling, as great powers have 
always done m the past But there is eqiully no ground for the 
optimistic prediction that they certainly will not do so Whether 
they do or not will depend upon the national policies they rcspcc 
lively follow If these potiacs come into conflict, war may prove to 
be as much a continuation of national policy in the future as it was 
when Clausewatz first coined the phrase 
The area m which the more menacing conflicts may arise, and, 
indeed, have already arisen, is economic rather than political In 
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nsmg the words “economic” and “political” to draw a distinction, 
we are emplojing common stereot^’pes which ate far from meaning 
ful In fact, economic and political matters are so closely intertwined 
that it is impossible to separate them It would be more accurate to 
say that the United States and Great Bntain are not lihelj to quarrel 
o\cr the possession of any speafic piece of temtory or about the 
exercise of the governmental jurisdiction of either m any particular 
part of the world Bntam, for instance, will not challenge the Mon 
roc Doctrine by secVing to extend the domain of the Empire on the 
Amencan continent, and the United States will not attempt to 
WTcst any possessions from the Empire Collisions may atue rather 
ovrr such subjects as finance, trade, and domestic economic poliacs 
Many influences other than economic motnes affect the actions 
of men and nations, but it is not necessary to adopt an exclusively 
economic interpretation of history in order to understand the im 
portance of economic policy in human relations Indeed, quancls 
that arc stated m economic terms may act as a focus for passions 
disproportionate to the amount of gam or loss involved Latent 
aggression, feelings of pndc and dignity, ideas of human justice may 
all be mobilized by a strile which tcchnicall} is called to gam a lew 
cents more an hour, or by an international dispute about import 
duties or money policies 

It IS a commonplace of Amcncan history that differences of this 
hind have caused more trouble between Amcnca and England than 
any other source of possible dispute The War of Independence, 
which onginallj separated the hvo nations, was mainly characterized 
by issues of this nature Every Amcncan schoolboy remembers the 
slogan, ‘Taxation walhoul representation is tyTanny ” The gnev 
anccs of the colonists covered the whole range of economic impe 
nalism They were debtors and often suffered a shortage of money 
with which to pay their debts Their impulse was therefore to issue 
an abundance of money m this country, whereas the Bntish govern 
ment strovtj to restnet such issues rn order to avoid inflation and 
consequent dcprccution of the means of payment Americans 
wanted to manufacture for themselves, whereas the Bntish wanted 
to exchange manufactured products made in England for Amencan 
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taw malenals, and so placed legal obstacles m the path of industnal 
development m this country Americans wished to buy and sell 
profitably wherever they could do so and to cany the goods in their 
own ships, but the Bntish government wanted to limit their trade 
and shipping in the interest of English commerce 

The attitude of England in these matters did not ansc from anv 
abstract political pnnciplcs or from a desire to anlagonue and op- 
press the colonists It w-as the natural expression of a domestic eco- 
nomic policy prevalent at the time, which economic theonsts subse 
quently desenbed by the name ‘ mercantilism ' In brief, this body 
of doctrine held that the more a nation’s activities resembled those 
of an individual merchant who tnes to enlarge his sales, restrict his 
expenditures, and prevent competition in so far as possible, the more 
the nation would prosper Government intervention was called upon 
to further these aims and political control of colonics in the interest 
of traders in the home country was the natural result It must not 
be supposed that the struggle of the American colonists for freedom 
from Bntish regulations was actually the expression of a more en 
lightened economic theory The government of the United States 
itself, once it was established employed from time to time policies 
that were essentially mercantilist in nature An obvious instance was 
the protective tariff 

Tlic second war m which the United States and England were on 
opposite sides— called m this country the War of 1815 — hhcwisc 
fiad economic origins as far as Amcnca was concerned Great Brit 
am was fighting Napoleon and was using her naval power to keep 
Supplies from his armies American traders and shipping men 
wished to participate in this profitable trade, and since they were 
not at war with h ranee, they saw no reason why the British navy 
should interfere with their activities Other issues came to be in 
soiled but m themain, this wasa struggle on the part of the United 
States for ‘ freedom of the seas ” 

During the American Civil War, the same issue arose agiin but 
with a reversal of roles ITie North was blockading tbe South 
whereas the English were trying to carry on trade with the Con 
fedciacy Tlicy thus became the advocates of neutral nglits, while 
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the Boxcmmenl at Washington stro\e to mtemipt sea tnffic with 
its enemies The southern states had strong economic ties snth 
England because the Bntish textile mills were entirelj dependent 
for their matcrul on cotton from this country and British manu 
factmen in general sold many goods to the agncultural South In 
this sense thc\ were competitors ivith the manufacturers of the 
northern states Sharp conflicts arose oier incidents caused by the 
acts of the United States naiy in enforcing the blocLidc Any one of 
these might have served as a casus hellt and war with England was 
narrowly averted If immediate economic interests had actualK de- 
termined governmental action hostilities would probably have 
broLcn out Fortunately however the strong moral interest of 
brge sections of the Bntish public in the anti slavery issue com 
bmed with the prudence of statesmen on both sides of the Atlantic, 
averted this calamity 

In the long penod of peace that ensued economic difKcultics ans 
mg from divergent interests or policies were seldom absent from 
Anglo-Amcncan relations The English had been heavy investors in 
this country both as Icndcn to state governments and as purchasers 
of the bonds and shares of pnvate enterprises Many defaults oc 
cuircd m the payment of interest and pnncipal As far as the pnv'alc 
investments were concerned the losses were wntfen off as an inci 
dent to the risk of the market although it cannot be said that they 
improved international good feeling But the English i^rdcd the 
governmental debts as a more sacred type of obligation and made 
many futile attempts to collect them both through the courts and 
m diplomatic channels A large part of these defaulted obligations 
remain unpaid to this day although the governments m question arc 
regarded as solvent 

During these years Great Bntam havang abandoned mCrcantiV 
ism was practicing freedom of trade and naturally wished other 
countries to do the same She believed it to her interest to have 
\vorld wide markets m which she might buy what she needed wher 
ever it could be found m the best quality and at the lowest price 
and m winch she might sell what she produced to any customer who 
might want it Tins was a lutural position for a tution which had 
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early do-eloped industrial supremacy and facilities for wrid trade 
like shipping, banking, insurance, and a stable currency At the same 
time, hoivevcr, the United States was attempting to encourage the 
development of industry in this country by reserving the domestic 
market for home industry by a protective tariff The foreign eco- 
nomic policies of the two countncs were thus in fundamental con- 
flict, and feelings were not always cordial One important reason 
why more trouble did not arise was that m the general expansion of 
both the world economy and the economy of the United States, 
each nation had plenty of room for its activities without causing 
much damage to the other Even commerce betw een the countncs 
grew in spite of tariff obstacles, because the expansion of the Amcr 
jean market was so rapid that the barriers pbced in the svay of 
specific imports did not suffice to decrease Bntish trade with us as a 
whole The fact that this nation was, on balance, m debt to Great 
Bntain and had to pay annually a substantial amount in debt 
charges, enabled us to maintain a considerable export surplus of 
agncultural products without taking an equal value of goods in 
exchange 

At the time of the Fust World War the same old conflict arose 
about freedom of the seas, with the roles of the two nations again 
revened In the penod of American neutrality both Bntain and the 
Central Powers were eager to buy in this country and both wished to 
interrupt the trade of the other The government m Washington 
took Its stand on the traditional rights of neutrals to trade, and so 
incurred diplomatic controversies with both groups of belligerents 
In the early part of the w-arlhc Bntish navy was much morcelfcctiic 
than the German in stopping Amcncan shipments, and therefore 
the contiONCTsy w ith the British was more acute It was only the fact 
that German submarine warfare esentually became more ruthless 
than the activities of British naml icssch on the surface which 
shifted the balance in the other direction In the meantime, the 
cflcctncncss of the British blockade had iirtually stopped trade 
with Germany and its allies so that there arose a substantial com 
miinity of economic interest between American farmers and manu 
facturers on the one hand and the British war agencies which were 
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buying from them on the other It is not necessary to suppose that 
the economic motix e was dominant m pushing Amenca into the war 
on the side of the Western Allies in order to see that it made such a 
decision much easier than the opposite one The controversy about 
neutral nghts was, in fact, submerged by more weighty considera 
tions Nevertheless, for a while it threatened senous trouble 
Nor did the fact that the two nations had fought against the same 
cnem) prevent irritation from subsequent economic disagreements 
As a result of the immense volume of munitions and supplies sold 
by this country , u c had become a creditor nation instead of a debtor, 
as we had been for many years before the war Many British invest 
ments in the United Stales bad been sold to pay for Amcncan goods 
dunng the penod of our neutrality After our declaration of war, 
Britain had been the pnncipal bonoivcr on governmental account 
NW our government attempted over many years to collect what 
was formally due on the debt Naturally, it was eictremcly difficult 
for a country hke Great Britain, which had built up its economy 
\ciy largely on the basis of a surplus of imports, a substantial part 
of which were paid for from the net yield of foreign investments, 
to shift over to the role of a debtor nation and dcv'clop a surplus of 
exports In the United States few understood this difficulty, and 
Amcncan officials stood pat on the pnnciplc that Bn tain o«cd the 
money and ought to pay »t At the same time, however, the United 
States found it just as difficult to shift from the position of a debtor 
to that of a creditor, and to accept the excess of imports over exports 
which would have been necessary if the debts were to be paid In 
stead of reducing our import duties, we actually increased them 
Tims the British who did not really wish to default, were annoyed 
by OUT actual unwillingness to receive the payment which officially 
wc kept demanding 

The war debt issue was a potent source of popular ill feeling in 
both countries for a decade, because it was the Und of issue winch 
furnished matcnal to those newspaper writers and members of Con 
gress who ovcnimphficd economic questions and wislicd to enlarge 
Ihcir following by Iw isting the lion’s tail Actually, however, it never 
threatened to develop into a serious political crisis, because the bet 
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ter mfomied and more responsible leaders undentood how futile the 
argument was Little by little the public accepted the condusioo 
that great war debts of this nature either cannot or wall not be repaid 
in full Certain other contTo^ ersies, howes cr, though they did not 
receive such wide publicit), created more annoj-ance among the 
centers of power m the two countries 
One concerned the pnee of crude rubber The chief source of thu 
important matcnal, as the Amcncan public has been taught by hard 
expenence since Pearl Harbor, hes in Malaj'a and the Dutch East 
Indies The Malayan rubber planters, who believed their selling 
pnecs too low, received the aid of the British government through 
the Stevenson scheme to restnet exports This plan was for a while 
so successful that it raised prices far too high to smt the manufactui 
en of tires and other rubber products The consumers of the rapidly 
growing automobile traffic m thu country also suSered Herbert 
Hoover, as Secretary of Commerce, earned on a vigorous campaign 
against thu rcstncbon, which he regarded as an economic iniquity 
The policy probably would have come to gnef m the natural course 
of events even if he had not opposed it, because like so many plans 
of the kind it encouraged production in regions not subject to the 
control, as a result of the high pnees which it brought about 
It u important to remember the incident, transitory though it 
now seems, because it u an example of the cartel control in which 
the Bntish and other foreign governments are likely to hav’c an in 
tcrest, but which arouses resentment in the United States The sup- 
port of the Bntish government was, of course in part brought about 
by the influence of the wealthy interests engaged m producing rub- 
ber, but the government had a public purpose as well Ev cr since the 
First World War most of the world outside of the United States 
had been suffering from a shortage of doibn Other countries 
needed to buy from us and also needed to pay debts to us, while we 
showed considerable reluctance in importing from them Tlic result 
was a recurrent tendency toward an excess of pajsnen ts to the United 
States over outgoing p3)Tncnts This naturally led to a scaroty of 
dolbrs in the world market If citizens of the United States can be 
made to pay more for the things they haic to buy abroad, the supply 
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of dolbn avaibble to other mtjons sv^^l be increased Thus there is 
an excuse for a deliberate commercial policy on the part of these 
other nations to maintain high pnees on goods produced in their 
tcmloncs and sold to the United States Such action ma) be self 
defeating, since total sales at a high pnee may be smaller than total 
sales at 3 loner pnee But insofar as this is not true the interest of 
the British economy ma) run counter to that of the Amencan con 
Sumer at least as long as there is a scarcity of dollars 
In the latter part of the first postu ar decade there occurred an 
other economic conflict between Bntain and the United States 
which had extremely senous results although it was shrouded so 
tightlv in the technical mvstenes of banking and foreign exchange 
that most Americans nescr knew am thing about it at all The Bnt 
isli gosemment was at the time still firmly attached to the financial 
orthodoxy of the nineteenth century Under its conservatuc leader 
ship it went back to the gold standard at the prew-ar panty of the 
pound As some advanced economists pointed out the time this 
was a reckless thing to do because costs of production and pnees m 
Bntam were considerably higher than before the yynr The folly of 
this decision would have been mitigated if the other important in 
dustnal and trading countnes had also gone back to the prewar 
panties of their currencies and had had an equnalent nsc in costs 
and prices But this yyas not the case 
France reestablished the gold standard wath a drastic dcyaluation 
of the franc and F rcnch pnees did not nse correspondingly Though 
the United States had retained the gold standard and did not de- 
value the dollar prices in this country after the slump of 1921 re- 
mained closer to the prewar level than did Bntish pnees The con 
sequence was that it was cheapa for other nations to buy goods m 
France and in the United Stales than to buy them m England 
Exports from England to both France and the United States were 
also discouraged Tfie habnee of trade I^egan to turn jgarnst Eng 
land and there was less demand for pounds than for dollars and 
francs Since all the currencies concerned were freely convertible 
into gold gold flowed out of England every time the pound bills of 
exchange became worth less m terms of dollars Or francs than in 
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Ihcir gold eqoiv’alent England s scanty gold reserves were m con 
tinual danger of disappearing abroad In the meantime, of course 
Bntish trade and emplo>-nient suffered The situation was naturally 
aggravated by the fact that Bntain had become a debtor nation at 
least on paper and was trying to meet payments on her war debts 

Why should this mistake in British monetary policy have aroused 
feeling against the United States? In order to answer the question 
One must undentand the theory of the operation of the gold stand 
ard a theory to which both British and American authorities then 
adhered When one country loses gold to another, the country los 
ing the gold has a smaller base for its cunency and credit This is 
supposed to restrict loans and the circulation of money, and to en- 
force a reduction of prices in that country We have |u$t seen that 
Bntain was suffering from exactly this influence although the pres- 
sure on pnees came fully as much from foreign competition and a 
reduction of demand for British exports as it did from internal credit 
restriction 

The country or countries gaming gold on the other hand have a 
larger base for currency and credit, and this is supposed to make 
money easy within their borders and to stimulate a nse in their 
pnees This price nse should theoretically help to correct the unbal 
ance of trade and relieve the pressure on the exchanges But this 
result did not occur in cither the United States or France British 
fiscal authontics accused those in control of our banking system of 
'sterilizing our surplus of gold so that it could not facilitate an 
expansion of credit and a nse in the Amencan pnee level The Fed 
cral Reserve authorities somewhat less orthodox than the Bntish, 
were supposed to be managing credit m such 4 way as to stabilize 
American prices rather than allowing them to nse As a matter of 
fact it may be doubted whether their intention was as clear and 
their action was as effective as the British adherents of the orthodox 
gold standard believed A major influence in the United States pre- 
venting a nse in pnees was the rapid increase in technological effi 
ctenev which tended continually to increase output and reduce 
costs N'cverthelcss nuny British spokesmen attributed the stead 
mess of Amenan prices to wliat might be dcscnlied as a combina 
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bon of hanbng wicTcedness and lack of fair play on the part of Amer 
ican monetary authontjes 

It IS not necessary to trace the mtncacics of central banking policy 
and foreign exchange in order to understand thaL in a w’orld which 
IS supposed to benefit from a large interchange of goods and pay 
ments among countncs> it is of the first importance that those coun 
tncs follow parallel monetary poliacs The incident here described 
IS not mere ancient history, but has an important beanng on the 
future, because there is an imminent danger that the two greatest 
trading nations wall again follow divergent monetary policies after 
this war At the nsk of taxing the patience of the reader it may be 
well to outline some of the consequences of the conflict between 
igajand igag Thisma) aid in understandingsimilardangcrsin the 
future 

In the United States the stability of *he domestic economy was 
being endangered not because, as the Bntish bankers thought, we 
were notaltowangour increased gold supply to has e its natural cflFcct 
m expansion of currency and a nse in pnccs, but probably because 
the reduction of costs of production consequent upon increased 
technological efficiency, was not having its natural result of a suffi 
cicnt fall in pnccs to the consumer On this account consumption 
was eventually unable to keep pace with the rapidly growing pro- 
ductive capacity of the manufacturers, On this account also profit 
margins were increased and the large profits encouraged spccubtion 
rn sccunhes The big mdustnal concerns because of their ample 
profits had plenty of working capital and so did not need to bonovv 
from the banks This phenomenon reduced the power of the bank 
ingS)‘Stcm through its control of credit to dampen down the boom 
At the same time the overflowing credit resources vvcre bang util 
i 2 cd by spcadalors m the financial markets and helped to support 
the speculative mama which in ig^c) collapsed with disastrous re- 
9a}tf ^ iw?; l^Afncr/cstis hat ta Enghihiitca Jnrf pcopSr all over 
the world 

Dunng the early years of this speculation there was a disagree* 
ment about credit policy wntbin the rcdcral Reserve System itself 
TlicNcvv York Federal Reserve Bank, which had aided Bntains 
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rrtum to gold and appro; ed of llie Bntish poltcj', desired to aid llut 
policy by keeping interest rates in the Unit^ States lower than those 
in London, and so discouraging the flow of gold from England to 
this country It not only wished to maintain a difference in rates, 
but also to keep our rates as low as possible in order that Britain 
might not be obliged to maintain a rate so high as further to depress 
her economy Others m the United States, however, notably the 
Chicago Reserve Bank, desired to raise interest rates m this countiy 
m order to discourage the dangerous speculation m Wall Street For 
a time, the New York view prevailed No one can be sure that a 
more stnngcnt banLng pohc) could have checked the specublion, 
even at its early stages, nevertheless, the attempt was not then made 
Thus the Bntish view was at least sufEciently influential m the 
United States to facilitate the very speculative excesses from which 
both nations suffered shortly afterwards 

In England, the prevalent uncinp]o)Tnent, resulting mainly from 
the decline of export industries, helped to bring the Labour Party 
info power under Pnme Minister Ramsay MacDonald This govern- 
ment did not alter the nation's monetary policy, and the dram on 
gold continued The Conservabves were quick to make political 
capital out of the situation and charged the labour government with 
endangenng the sacred gold standard Mr MacDonald, responsive 
to the pressure for economy and deflation, deserted his party and 
headed a coalition government composed largely of Conservatives 
Not long after their return to power, the Conservatives themselves 
were compelled to abandon gold 

This cxpenence has long rankled m the memoncs of the English, 
and all schools of thought, from Left to Right, are now resolved 
never to repeat the mistake They fcarnot only loo high a gold parity 
for their cunency, but the gold standard itself All this, as we sliaB 
sec, forms the background for possible monetary disagrccmentl 
after the present war 

The gold standard and stability of exchange values arc pnme cx' 
amplcs of phrases that carry very different emotional significance on 
one side of the Atlantic tlian on the other Englishmen are as w-isy 
of bong lied mevocably to either as a released prisoner is of being 
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letumed to soltUiy confinement Most citizens of the United States 
regard them as rather s-aguc, inclcsant, and possibly desirable ab- 
stractions, while an influential group of banlccrs and economists arc 
exhibiting a nostalgia for them as if a return to monetary orthodoxy 
could reproduce what they regard as the happy economic conditions 
of the nineteenth century 

The great depression itself was regarded by many Amcncans, and 
cspcciall) by those who accepted the leadership of President Hoover, 
as something for which domestic policy was not primarily respon 
siblc It was thought of as an mtcmational misfortune, an inevitable 
result of the dislocations of w-ar The obvious fact that it was felt 
mtcmationally was taVen to mean that its ongins could be found 
outside the United States Englishmen toot at the time, and ha\e 
since come to taVc m increasing measure; exactly the opposite wcw 
The depression was felt much more severely in the United States 
than any other country m the world, with the possible exception of 
Germany The failure of the United States to recover after the spec 
ulatn-c crash of 1919 acted as a brake on world recovery The United 
States is by all odds the nebest country in the world, and when it 15 
depressed its mere economic weight tends to drag everybody else 
down The British r^rd the great depression as a result mamly of 
the mabdity of the Amcncans to manage their own economic affain 
Few Americans realize how keenly they fear the rccuncncc of this 
cxpCTicncc m the future 

In the time of the populanty of the New Deal jn the United 
States, there was more hannony between the economic conceptions 
of the British and the Amcncans than for many years previously 
This was not true m its early diyz, when the President devalued the 
dollar and obstructed international agreement on monetary policy, 
but it came to be true later, when the thrones of John Maynard 
Ke)ncs about fiscal policy were adopted by the Washington Ad 
.mmistntmr’ .Uelihinnt-'ginv^ni'mt.aK'wnJtn’ ^tr*rali'tv“,rmd«TcTr 
to arotd depression, coupled with wade adranccs m soaal secunty, 
hasT come to be regarded m England not only as a desirable but a 
ticcesrai) line of action The more cogent leaders of Bnlish eco- 
nomic thought wish to extend this policy to the entire world and $0 
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desire to sec it followed in the internal economies of the several 
nations They w ere conespondingly disheartened when they saw the 
reaction against the New Deal in the United States and the tend 
ency, not only of conscrvatnc forces in this country, but even of the 
Administration itself to return to the classical economic dogmas 
about govcmmentil nonintenentiOQ and the capaaty for self 
regulation of pnvatc enterprise under compctibon 

This rapid summary of economic disagreements necessaril) omits 
many important subiccts We may, however, top it off with a more 
recent example of divergent interpretations of the same situation be- 
cause of a difference in experience Many Americans think of lend 
lease as a generous gesture on the part of this country for which the 
Bntish are expected to be duly grateful Our experience had con* 
vinced us that international debts incurred for war purposes arc un 
sound and impossible to repay When the war broke out in 19^9 we 
therefore demanded cash on the nail for everything bought here by 
England, and forbade lending to belligerents As the threat of the 
Axis grew, and as wc became more concerned that the opponents 
of Hitler should win, wc decided that this was dnving too hard a 
bargain We theicfoic offered to let Bntam have whatever she 
needed without either pajing cash or borrowing the money neces- 
sary to settle the accounts We recognized that th« w'as ultimately 
in our owTi interest, but nevertheless we felt a glow of satisfaction 
thatwchad bcenablc to take the laige view and act likea nch uncle 

How many Amcncans know that, in spite of full appreciation of 
what this countiy did m producing and distn'buting war materials 
lend lease gave nse to a good deal of irritation m England^ It came 
to be regarded as a necessary war burden, to be dropped as soon as 
possible Stnnge as this attitude may seem, it is natural when its 
basis IS undentood 

Dunng the dajn of cash and carry, Britain was straining every 
nerve to enlarge exports in order to help pay for war materials from 
abroad This effort of course interfered with full military mobil 
ization There was grave danger that Germany would wan the war, 
and the danger came to be regarded with almost as much apprehen- 
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Sion in the United States as in England Bj the cstahhshment of 
lend lease, our gm eminent said in effect to Britain's If >ou will 
mobilize e% Clothing to wn instead of siQrr)ing about pa}ment for 
^hat ^ou must import, v\e wB see that j-ou get whatever )ou need 
from us without an) dctaHcd reckoning Pa)-ment will be made by 
whatever > 1 ^ can contribute to out needs without ctidangenng mill 
tai) success, plus ) our all-out war effort 
This was a bargain in the mutual interest We w^re no more pre 
scnling to Britain munitions and supplies than she vi-as presenting to 
us the Incs of her sons or the sacrifices of her civiJun population 
The bargain has been scrupulously kept on both snJes One of Bnt 
am’s contributions to the common cause was almost complete sup- 
pression of her etport trade, at least for the duration 
At this point enters the source of irritation American business in 
tcrcsts, having noted the Bntish pushing of exports dunng the cash 
and-carry penod, and being as alwa)^ suspicious of trade nv-als, ob- 
jected to lend lease because they feared that something we sent to 
Bntain would be reexported To still this agitation, the British gov 
emrnent established a rule that nothing could be exported from 
Bntam which was being rcceiv ed from the United States under lend 
lease The rule applied not only to the actual goods received, but to 
an) thing of the same kind made in England Thus, as long as Bnt 
am recciv cd any steel, she could not export steel, cv tn if it was made 
in Bntuh furnaces The rcstnction seems fair enough, m view of the 
purpose of the bargain It was, how ev er, one which made the British 
want to cease receiving lend lease materials the moment anj surplus 
appeared above war necessities Tbeir impatience with the restnc 
tion was redoubled bv the fact that, while they were forbidden to 
export, American businessmen were not 
In fact, war orders m the United States prccmptc-d the productive 
capacity for export goods to a far greater extent than was generally 
understood in England But thae was a widespread acdcnce of re 
ports, both verbal and pnntcd, that, while Britain v,-as concentrated 
on war and was excluded from foreign export markets b) lend lease. 
Amcncan commercial rcprcscntalncs were going about the world 
c 
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taking orders It looked to manj not onlj as if wc s^rrc planning to 
be commercul nnls, as ws to be opccted but as if we were quite 
read} to engage m what was regarded as unfair competition 
This irritation was somewhat relieved by negotiations removing 
important articles from the lend lease provisions and attempting to 
bring about some synchronization in reconversion of export indus* 
tnes in the two countnes It is impossible to overestimate, however, 
the sensitive response of Englishmen to any hint that the United 
States may be placing obstacles m the way of a revival of their export 
trade The widely different significance of exports to the two coun- 
tnes wall appear later in our discussion 
The undoubted good will and fnendhness between the peoples 
will not of itself suffice to remove either misunderstandings or coo 
flicts of policy which may havr the most undesired results If we arc 
to cooperate with the fintish in the postwar world, vx must under 
stand with great clarity and in considerable detail both what they 
intend to do and why. and what we intend to do and why We must 
then takemfimte pains to bang into harmony the tespectiv’c national 
policies Dnft might easily lead to di$ast« 
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T HE Br*sh expect to sha ^ core cqn t2bl7 wba*' tbev have, bv 
ircana cf soca’ mstrance, hre ireical semee, a c^eat p^g^m of 
pnhl c houmg, ard full cmplcnrcut mantaiued bv gtjverrTncntal 
Thev also have rcsoN-*d to nee the 3\-cuige Ic^-el cf tvmg 
Ir" preduorg a la'sc' quarti*v and a higher qualify of the goods 
a-d 'c”icc 3 to be sha-cd, Tb<y fee! c e thev fciow fccra to do aD 
these th *'25. as far as rnauageEjer*- of thcr own cco'-ouiv is coi*- 
cer-ed • If the Ur:*'cd Kiugdon co^’tsined all or rcailv all the rat 
ml rescu’^es rtrcssarv for I — as fo’' instance the United Slates 
a^'d Russa do — the last, the) th^t, wouM be tcbt^elv simple. 

Tb j. bowT’ c" IS rot the ase. Befm the war Bntish farmcn 
raised onl/ about 40 percent of the food eaten m tfcecountrv (meas- 
trnl fc*' ncr-cy value) No cotton an be g *o ^<.n in the nation Tim- 
teri-s*’ be purchased abroad Pc*n5l cum was disarvc^ durng the 
war be* cnl** a s^jB a^ou-* n relation to rcqui-'m'cnts There ts 
mn enu bu* ret enough this and nctals and chc^ als have 
to be i^-ported Coal is the onlv I'nportant rescc’cc of wh ch there 
13 a smplus and e ca lha o becoTrmg r'Ore expensn e to extract. No 
doubt B''*an couM be much mc'» ncarlv scif-contaired than she is, 
bu* the cc't cf long i*ndcs towards scneontainnent would be a 
dr3»*iaB/ ml-ced starda'd of living tn*il perhaps half the pcsent 
pop! b* on er^ gni*ed 

hr'crans a*e acens*cmcd to thmlang of foreign tndc as a means 
cf seP ng goodi to o*hcr cou''trcs and receiving mcnev la exchange. 
Th .a IS ccTT’nnnlv tega ded as a rcmal and prehtable type of ttans- 
a-^ on Aoca^entlv scH-ng goods a''d rsccivn-g morev ts a cusfo^n- 
am wav cfcc^dLCti^'g domestic bi n ness There ts howei-er a hi»cb 
in th^ pecess it ts a^ed ro fu rther thjn this, and the hj»ch ap 

• Fer a «Jcamrhcn ef tLese see Chapten 6, 7 aad S 
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pears \«th great clanty when the trade occurs beh\ecti different 
countnes having different monetary units The scUer never cniojs 
his real profit unless he uses the money received m order to buy 
something In domestic trade, he customarily does so He may buy 
nutcnak and labor for more production, or he may buy new plant 
and equipment or at the very least, he may invest the money in 
secunties If the American producer sells to customers abroad, he 
cannot men receive the monej in the form of dollars, which maybe 
spent in this country, unless the foreign purchaser can gel the dol 
lars The only ways m which foreign nations can obtain dollars arc 
b> selling goods or services to customers m the United Slates or by 
borrow ing the monc} here or by buying the dollars with gold There 
are strict limits to the last two ways of getting dollars Credits from 
the United States will not indefinitely be extended to foreigners 
unless repay ment is made TTie supply of gold is not inexhaustible. 
Therefore, we amve at the inexorable conclusion that Amencan ex 
porters cannot be paid in money that can be spent in this country 
unless at some time or other foreign exporters can sell an equal value 
of their wares here 

While the individual Bntish exporter doubtless looks at foreign 
trade in much the same wav as the American, British economists and 
statesmen talc quite a different view They are interested, not pn 
manly m selling abroad to male a profit m money, but m buying 
abroad what the nation needs They know tliat the only way in 
which imports can be paid for is by exports that w ill yield the amount 
of foreign currencies needed to settle the accounts for what Bntain 
wants to buy They arc not anxious to ship anything more out of 
the country than they must in order to obtain the food, timber, icon, 
and other materials that the nation requites 

Tlic way m which Britain bought the necessary imports before 
the war, and the only way in which she can do so in the long nm, 
was bv giving something of equal value m exchange In the years 
iqyG-yS, part of what she exported, but a minor part, crjnsistcd of 
coal and other raw materials A much larger share consisted of 
manufactured goods (I or many of these, like cotton textiles, the 
matcfuls had to be imported ) All tins paid for scarcely more than 
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half her fot*>ign purchases The other half xv2S co\-cTrrd by ' mvtsiblc” 
efforts Of these, the largest smgle item s^-as the intome on foreign 
inmtmcnts Ostt a long penod, the Bntish had sent cap tal 
abroad foreignen nTrc panng dividends and interest for its use, and 
these pavnjcnts crubicd the British to buv in foreign maiLets be- 
tween onoquartcr and one fifth of nhat thes wanted from other 
countries The next brgest item among the mvasible exports was the 
payment received from foreigners who dispatched their freight m 
Bntish ships There was also the pajment for insurance and banting 
seniccs 

The effect of the war on Bntam s abilih to pa) for imports has 
been almost catastrophic In the dava of cash and cart) the nation 
had to sell foreign investments m order to buv in this countrv muni- 
tions and supphes needed b\ both mihtaty and civilians Lend lease 
reduced this necessity as far as the United States was concerned 
but the pmcess continued in other ports of the world Sobmanne 
warfare diminished the tonnage of British shipping ^^’h^e this 
shortage may before too long be made good American shipping 
has more than doubled, and the projpect of postwar competition 
lads the Bntish to expect a reduced shipping income Bnbtti 
has disposed of more than r,coooooooo pounds m foreign invest 
ments for war supphes alone 

Nor IS this all Formallv Bntam has not accumulated a foreign 
war debt, as she did m the First W'oild W ar But she has bought 
large ipjantitics of goods in India Argentina Egypt the dominions, 
and elsewhere for which she has paid not in the turrennes of the 
nations m question but bv deposits of sterling to their account m 
Bntam Exchange control has prevented the sellers from getting the 
monev out Thev could not spend it even there became under exist 
mg conditions there was li‘tle Ihcv could buv Tlicse blocked rtcr 
Img bibnces** constitute Bntam $ foreign war debt The debt 

nse to four bilhon or more before the end of the war In order to 
amortirc jt Bntam will have to export without ge»tng anvthm* 
ointnlh in return Slie will also liaie to export enough more to nay 
for the imports needed for her daily life 
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The consequence of the loss of income on foreign imeshnents 
and shipping, plus the accumulation of debts, is that Britain will 
have to export far more goods than before the war in order to buy 
abroad even as much as she did then If she is to maintain full cm 
ployment and a higher standard of living, she will have to buy more 
than that The commonly quoted figure for the necessary expansion 
of exports IS 50 per cent, but this is a minimum It may be much 
larger 

E F Schumacher, an economist of the Institute of Statistics at 
Oxford summarizes the figures Average annual imports, in the irti 
mediate prewar ) cars cost 866 million pounds They were paid for 
by exports, visible and invisible, divided about as follows 


Exports of goods 

Millions 
of Pounds 
478 

Shipping services 

105 

Banking insurance etc 

40 

Income from investments 

20J 


826 


This left a deficit of about 40 million pounds, which was met by a 
net reduction of British foreign investment, through borrowing ot 
sale of assets Thus tlic process of foreign disinvestment was begun 
even before the war, dunng the years of reduced world trade 
Of the goods exported many were made of imported matenab 
TIicsc materials cost, on the average, about 80 million pounds In 
order to get a net figure for exports, Schumacher deducts this figure 
from the total Tins leaves him with net exports worth jgo millions 
All the other, or invisible, items, plus the net disinvestment, also 
add up to about 390 millions The export budget was thus divtdcd 
about fifty-fifty between goods and services 
He estimates that after the war tlie invisible or service exports will 
have shrunk to half their prewar size, or rSo million pounds TJits 
means that if the same net volume of imports a to be obtained, cx 
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ports of goods win have to be maeased from 478 to 740 mfllions 
(Larger exports of goods would of course require larger unports of 
materials Deducting the value of such materials to obtain a net 
Bgure goods eicported would have to nse from 390 to 6oq million 
pounds or about 50 pet cent ) 

The required expansion of exports is still greater if one measures 
it not against the prewar level but against the amount exported dur 
mg the war German conquest cut off many of Bntam s largest mar 
Lets At the same time, of course, it opened opportunities for ao 
qumng customers who formerly bought their supplies m Germany 
Nevertheless, in spite of an active drive to increase sales abroad m 
order to pay for war matenak, Bntish exports were reduced dras 
tically between 1938 and 1941 This is true even if exports of mum 
bons to Allies are included After the enactment of lend lease per 
milled Bntam to concentrate all her effort on prosecution of the 
war so far as paying for purchases in the United States was con 
cemed exports were reduced still more drastically If valued at pre- 
war pnccs, they stood m 1943 at only 29 per cent of the 1938 level 

How IS Bntam to cope with the impending lack of balance be- 
tween her peacetime requirements for purchase of goods abroad 
and her means of paying for them’ If she does not find a way of 
coping with It, disaster is in sight A few are inclined to argue that 
since England dunng the war has drastically decreased her imports 
and at the same time has managed to produce more goods than ever 
largely for the purpose of supplying her army and navy, it will be 
possible to get along with many fewer imports than before The 
tonnage of dry-cargo imports into the United Kingdom was approx 
imatcly twice as great in the prewar years as in 1944 Perhaps the 
postwar population could not gel along with half as many goods 
from foreign countnes as before, but might it not subsist with a 
reduction of, say, 30 per cent’ A reply to this argument made by The 
Economist is decisue When the wartime reduction of imports is 
stated m terms of money value rather than m weight, it turns out to 
be only about so per cent Moreover, the imports excluded by delib- 
etate government policy consist of goods that would be mdispcn 
able m a peacetime economy One such item is timber, which would 
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be necessary for the building program Another is w-ood pulp and 
paper, without which Bntish new spapen would have to be restnctcd 
to the eight pages ( or a few more) pnnted during the war, and the 
circulation of books would be severely limited Another important 
item IS oranges and lemons, without which a complete diet cannot 
be provided 

In spite of necessary limitations on the import of food during the 
war, Bntish farmers have managed to produce enough under a care- 
fully calculated government program, which includes not only the 
production but the distnliution of food products, so that the diet of 
the average citizen has been more adequate from the point of new 
of scientific nutntion than it ever was before This means, however, 
that the members of the popubtion who formerly suffered disas- 
trous deficiencies have been brought up to a higher standard rather 
than that those in the middle and upper income classes have had 
mote and better things to eat For instance, children and expectant 
or nursing mothers have been assured enough milk, but only at the 
cost of limiting the rest of the population to powdered milk and veiy 
little of that Nevertheless, there is substantial support for the opin 
ion that a revivified and more efficient Bntish agncuUurc can pro- 
duce substantially more food than before the w’ar The estimate u 
made that it may yield half of the food eaten by the population 
instead of 40 per cent as previously 

An intelhgcnt plan for doing this would not, however, retain the 
war pattern of production During hostilities, the chief considcta 
tion was to conserve shipping space This led to the growing at home 
of bulky products like wheat and sugar although the economic cost 
was higher than if more of them had been imported In peacetime, 
such a policy would aggravate the foreign trade problem rather than 
help to solve it and would result in a lower standard of nutntion 
than might otherwise be possible Bntish consumers would pay 
more for then bread and their sweets while the nations which spe- 
cialize in the production of wheat and sugar would be deprived of 
income necessary for the purchase of goods tlut could be nunufac- 
tured in Dntain at a lower cost in manpower 

While some Bntish land is suitable for the growth of wheal and 
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other grains, and these CTOps ’n.-fll not be abandoned, agncultuial 
planning «t 11 probably concentrate on expansion of the output of 
the protecti\’C foods, « hich arc often perishable and contain needed 
Mtamins There is likely to be a grow-th of dairying and an effort to 
supply enough milk for e% cry one, wthout buying any abroad This 
will naturally be accompanied by a somewhat larger supply of meat 
Expansion will also take place m %'egetables, eggs, and poultry 
Thcic will be an cndeaTOr to improve the cffiaency of agncultme 
by better plant and machinery and the use of more modem methods, 
and thus to reduce its demand op manpower rclatnc to the total 
output Reforestation pbns will, m the long run, somewhat dimm 
isb the need for importing timber and wood pulp In spite of all 
that may be done, how cv’cr, the effect of these adv’ances will be felt 
more in an improv'ement of the consumption levels of the Bnhsb 
public than m any marked decline m the need for imports 
It IS possible that, in the very long run, theadv-ance of science and 
technology may male it possible for almost any nation to dispense 
with bulky or costly imports, just as the inv'ention of a method of 
extracting nitrogen from the air years ago made it possible to pro- 
duce fertilizer at home instead of importing it from Chile, where 
great natural dqiosits of nitrate ate found New materials are con 
tinually discovered which can be fahneated out of widely distrib- 
uted resources Thus, synthetic rubber can now be made out of coal, 
of which Bntain has plenty Magnesium, a metal for which many 
uses may he found, some of them hitherto sened by steel or other 
metals, can be extracted from sea water Theoreticaliy , it is possible 
for chemistry and physics to discov er enough about isolating and re- 
arranging the basic components of matter so that almost anvihin® 
can be made out of almost any thing else Nev ertheless, this technical 
revolution is still m its early stages and cannot be counted upon m 
any calculable future to eliminate the need for Bntain to buy brge 
quantities of goods abroad This need is not only recognized by 
every senous student of the subjert. but has been accepted by Uic 
inaionty of the public ‘ Export or die” is a popular slogan 
How will It be possible to bnng about an increase of 50 p« cent or 
more in exports of goods^ There « no assurance m the past that this 
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will occnir automatically Indeed, there seems to be every assunnct 
of the contrary conclusion Bntish exports fell further between Hie 
peak of 1929 and the bottom of the depression in 1932 than did 
international trade taken as a whole or the world's industnal pro- 
duction In the subsequent recoiery, they rose again, but not nearly 
enough to make up for the previous loss At the peak of 1937, the 
industnal output of the world was above the 1929 level, and inter 
national trade as a whole was almost as high as in 1929 Bntish a 
ports however, aggregated only 75 per cent of their 1929 level 
The complete list of Bntish exports includes a bcwildcnng vancty 
of products, almost everything that can be made for human con 
sumption IS included Bntain even sold abroad such unlikely items 
(for her) as gram, flout, and living animals for food Nevertheless, 
the major part of these exports, if measured by value, was in 1938 
represented by only fourteen classifications These, in the order of 


their importance, were 

Classification Thousands 

of Pounds 

Machinery 57>8S5 

Cotton )’aras & manufactures ij9 680 

Vehicles (including locomotives ships, and aircraft) 44 ^^7 

Iron and steel and their manufactures 41 , 55 ^ 

Coal 37405 

Woolen and wonted yams and then manufactures 26,814 

Chemicals, drugs, dyes, and colors jsfiSo 

Beverages and cocoa preparations *3,825 

Electrical goods and apparatus * 5 , 43 *^ 

Nonfetrous metals and manufactures *M 39 

Miscellaneous food **,037 

Manufactures of other textile materials • 10 657 

Pottery, glass abrasives 9610 

Cutlery, hardware, iinplcmtnls, and instruments 9^128 


Tlrcst classes of exports constituted 77 pci cent of the total Those 
who ate gloomy about the prospects of Bntish exports m the future 
* Not incltuivc of eotlon, woolen i3It, «nd iilificul tUk 




Britain*s “Life'Or Death’* Problem 


27 


are usually alarmed by the fact that a number of the more important 
classifications m this list esinced a sharply declining tendency be- 
tween the wars For instance, the exports of cotton 5 arns and man- 
ufactures were almost cut in half between 191 3 and 1937 Exports of 
coal were reduced by one third Exports of non and steel and then 
manufactures fell by one-eighth There was also a slight drop in 
exports of woolen pms and textiles Thus, four out of the first six 
items on the list have for many years been losing ground 
For at least two of these items, there is little prospect of reversing 
the trend The supremacy of the Bntish cotton textile industry was 
due to the fact that Bntain was the first nation to install textile ma 
chmery and the factory sj'stem More backward countnes for many 
years relied on her for their cotton goods As nations develop indus- 
trially, one of the fint things they ate able to do is to produce then 
own cotton yam and cloth, especially in the cheaper grades There 
has been a tremendous growth of textile manufacture m India, 
Japan, and many other nations It would appear impossible for 
Bntain to recapture this trade m competition with the cheap labor 
of countnes with far lower standards of living, which nevertheless 
are capable of utilizing the same machinery 
A Bntish Commission which recently investigated the industry 
in the United States reported that Amcncan cotton milk, by the 
use of automatic looms and long runs, achieve a far higher output 
per labor hour than Bntish mdk There is much discussion of the 
possibility of increasing British productive eflSciency No doubt 
something can be done m this direction Nevertheless, the Amencan 
mills themselves make little for export and cannot compete with 
countnes like India and Japan in the manufacture of cloth made 
by such methods The chief export demand now is for fine and 
vaned piecegoods which are not adapted to long runs The pnncipal 
hope for expanding Bntish cotton textile exports lies m nsing stand 
ards of Imng throughout the world which would yield a demand for 
the fine goods which Bntish skill is required to produce But it is un 
likely that any improvement of sales m this sector of the industry 
can make up for the export markets that have been lost 
The decline m exports of Bntish coal is due to a number of factors 
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■fthicb it be difficult to clunHiatc New coal deposits have been 
exploited in othet parts of the world There has b«n an extensive 
substitution of other fuels hie petroleum or of h>dcoelectnc poutr 
There has occurred a tremendous increase in efficiency m the utir 
Iization of coal so that even in the United States, where the need for 
industrial power has expanded many fold, there usually has been a 
potential surplus of coal overhanging the market Finally, many 
Bntish mines after j cars of opera hng have exhausted the better 
seams and those nearer the surface The eonscttuencc is that they 
are more expensive to work There is much discussion m this realm 
also of the adoption of more efficient machinery, such as is used m 
the United States, but the nature of the scams is such that in many 
mines better machinery cannot be utilized Hie Bntish coal industiy 
has long suffered from the ov^r-all inefficiency ansing from the dis 
organization of a divided ownership and planless competition Son(l^ 
thing will undoubtedly be done to provide for a better type of 
control and management but the best that can be done is not hkely 
to restore Bntish coal exports to the level of 1913 

The drop in exports of iron and steel is not so senous and may 
conceivably be remedied It is due partly to backwardness in the 
organization and technique of the industry, brought about by finan 
cial manipulation and monopoly control of a kind which may be 
removed Nevertheless there has been a great expansion of Steel ca 
pacity in other countnes and particularly m the United Stales during 
the war Newer metals may encroach on the market (or steel The 
future IS uncertain, and there is no good ground for hoping that any 
great and pennanent increase can occur m Bntish exports from this 
industry 

Many studies have been published in England indicating an ex 
trcmcly low level of output per factory worker It is asserted for 
mstance, that per worker the United States produces 127 per cent 
more coal than the United Kingdom, four times as much iron and 
steel, more than four limes as many cars 179 per cent more soap, 
and 126 per cent more rubber tires Building methods in Bntain 
arc said to be far Jess productive than those in the United States 
Comparisons with prewar Germany are not so unfavorable Bntam 
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led German} in efficiency of production of iron and steel and auto* 
mobiTes, but was some^\hat behind her in coal, soap and tires 
Those who ha\e dealt cntically with figures purporting to show 
the output of industry per person engaged or per labor hour know 
that such figures rnust usually be taken with a gram of salt The 
basic statistics are often difficult to obtain E\en when they arc 
accurate, they frequently do not take sufficicntlv into account dif 
ferences m the nature of the product or in its quality Furthermore, 
statistics cos’Cnng the output of whole nations are sure to be heavily 
weighted bj differences m the makeup of production m the nations 
compared Ncsertheless after making all possible allowances for the 
crudit) of the statistical results there is probably inuch room for 
impror'cment in Bntish industrial efficiency 

From such facts pessimists ate inclined to generalize that Bntish 
industry is hopelessly out of date and must lose out m the struggle 
for world trade The figures are employed by Englishmen whose 
chief interest is m the erection of protcctuc bamer^ against Amen 
can competition But they are far from being the onlj facts Even an 
inspection of the record from which they were obtained will yield 
other and less discouraging ohsers'ations For instance, the first and 

largest item m the list of pnncipal exports — maclunety did not 

contract in the interwar period, but was increased hy almost 50 per 
cent In 1915, this item had been fourth on the list There has been 
a npid growth m exports of the relalwcly new industry of chemicaE 
and drugs E\ en foreign sales of i chicles increased dimng the period, 
in spite of the slump in shipbuilding and the competition of Amen 
can automobiles Exports of electneal goods and apparatus mote 
than doubled There was an appreciable grow th in the foreign sales 
of pottery and glass, cutlery and hardware, and be\ erages and cocOa 
preparations 

All these gams occurred dunng the penod when foreign trade as a 
whole met many rmcrscs, a penod characterized by tfie great de 
prcssion, the difficulties created by too high a valuation of the 
pound, and the obstructions to international commc-rcc arising from 
exchange rcstnctions, bilateral trade agreements, attd the like The 
tnily remarkable gams m some of these categones were masked, in 
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ttic aggregate 6guies of British exports, by the colossat losses sns- 
tamed in exports of cotton textiles and coal It is quite possible to 
maintain that the decline of these two old industries has now ap 
pioachcd its limit, and consequently that a mere continuation of 
prewar trends m the growing industries will turn up as a dcciswcm- 
cieasc m the total \aloe of exports as compared with the unmedale 
prewar years 

In every country and m eiery decade, some industries grow while 
others decline Newer industries are usually more progressive than 
older ones This is true in England of chemicals and electrical equip 
ment Others which were not large enough in 1938 to appear among 
the first fourteen at all arc growing by leaps and bounds One is the 
manufacture of artificial silk Another is the produchon of light 
metals such as magnesium and aluminum 

Much IS heard m both England and Amenca of the advantage m 
international trade enjoyed by goods resulting from Amencan mass 
production because of their lower unit costs The standard example 
IS passenger automobiles This example is pertinent so far as it goes, 
but It IS not a true indication of backwardness in Bntish technology 
England has neier had a large enough market at home for automo- 
biles in order to employ mass production in their manufacture to 
the same extent as was possible in the United States Morcovci, the 
kind of cars made in England did not appeal so strongly as the 
Amencan type to purchasers in many other countries 

The underlying reasons are more social and political than strictly 
technological In prewar Engbnd, it was assumed that automobiles 
were and would remain luxuries, available chiefly to those with Urge 
incomes A heavy sales tax wgs therefore pbced upon them, based 
upon the honepower In addition there has been a sizable annual 
tax levied on anyone who owned an automobile Finally, there havr 
been high sales taxes on gasoline The resulting discouragement of 
the use of automobiles on the part of those of medium or small 
means limited the sue ol the internal market The taxes abo led to 
the designing of motors ol the lowest possible honcpower which 
are extremely economical in gasoline consumption, but are not 
fanned in regions outside of Engbnd where there are lougbet 
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roads, steeper hills, and long« distances The limited marhet which 
discouraged mass production in turn kept sales pnees high and thus 
earned on the vicious arcle which restricted output Ail these dis- 
ad^-antages might be removed by revision of the tax legislation, and 
this is now a subject of much discussion It would take time for the 
Bntish automobile industry to reorganize itself in order to compete 
more effectively with the Amencan, but there is little doubt that 
ultimately it could be done if the appropnate legislation were 
passed Kloreover, the blumng of class lines m postwar England and 
the planned increase in standards of living for those in the lower in 
come brackets are m harmony Hath a more widespread use of motor 
cars 

Stones may be heard in England of the technical baclnvardness 
and lack of enterprise of businessmen, particularly in the older in 
dustnes where establishments remain m the hands of the same 
family for generations, and where it is the custom of members of 
the owning family to retire from business as soon as they have 
moderately satisfactory incomes, in order either to live the life of 
country gentlemen or to enter professions which have a higher social 
prcsbge, such as the law It is also asserted that class distinctions 
have hampered efficient management m other respects Many self 
made businessmen do not like to employ trained technicians, be- 
cause the latter are usually university graduates, and university grad 
uates customarily have enjoyed a higher social status In Amenca 
such a hamcr may have existed in the past, but if so it was gradually 
removed by time, because almost any successful businessman will 
send his sons to college In England, however, this has not been the 
universal custom Insofar as these charges are true, the atmosphere 
of postwar English society should go far to remove them Technical 
and higher education wall be greatly extended and class hnes will 
not be so ngid 

There are, moreover, many English businessmen who themselves 
have received good technical training and who are extremely enter 
pmrngatid aggressive This is particularly true m the engincenng in- 
dmtncs and m those w hich have built up extensive foreign contacts 
The success story of the man who starts with little or nothing and 
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mtakM a fortune ty the production of goods wanted b) othen is tr 
no means lacking in the Bntish Isles Some great English manufa^ 
tunng concerns, such as Cadbury’s or Rowntree’s, ate noted for 
their piogiessi\'e imnagancnt and then danng sales pohaes. I! jD 
the facts w ere known, it might casO) him out that there is as large a 
proportion of business conservatism and poor managemcat in the 
United States as m Engbnd The commonly accepted steicot)pcs 
of the hpical American as a hard-dn\mg, monej seeking, ingenious 
leader of industn and of the tjpical Englishman as a leisurely 
countrv gentleman are far too simple 
There IS a legend m the United States that all good imentions ate 
made b> Amencans and that out technical men are the best m the 
world It stmplj is not true At the beginning of the war some 
Bntish airplane motors were more advanced than ours, we learned 
how to reproduce them — with improv'cments, of course — m Urge 
quantity It was an Englishman who pioneered in radar They were 
ahead of us m televTSion, and are at this moment m a better position 
to ccpoit it Jet propubion did not onginate on this side of the 
Atbntic The chemical and other new industries ate not behind 
ours cither in technique or in cost of production I have even heard 
It confidcntl} predicted that the vexed Bntish coal problem will sink 
into insignificance withm a quartcKenlmj because of the lapid 
advance in discovcnng how to use atomic energ) 

Nor should we laj too much stress on mass production The 
Bntish are just as capable of cmplojing it as w c — n hen the demand 
for uniform products is Urge enough to make it pa) But in some 
important markets it is not a factor In the manufacture of machine 
tools and machinci), for instance, skill, ingcnuit), and the store of 
ctpenence arc the essentul qualities, and these the Bntish wtirVcn 
possess in superlative degree Civil aviation after the war wall not 
absorb planes and their motors bj the hundred thousand, here 
qualit) and adaptabilit) to special purposes wall count more The 
same is true of power plants of all kinds Bntish bbor has alwa)s led 
in producing high-quality consumers’ goods in infinite «nct)— 
Scotch, wtiolcns, cotton piccegoods, potterv, choeobtes, leather 
goods, gbss, cutlery, papa (’The lenses lor Lcica cameras were 
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made in England ) If expanding industry and full ^ployment rule 
m the posU’ar lisotld, the Bntish can share m the export of equip- 
ment ror ships, railroads, power stations, and factQnes, while mote 
leisure and higher purchasing power will focus ^ttenhon on the 
amenities of life and hence on quality goods 

PEP (Pohhcal and Economic Planning), looLing for the English 
town most dependent on exports, found that it Stratford-on 
AsTin, which manufactures httle We should not forget tounst ex 
penditures as an element m imisible exports Older regions, such as 
Italy, Switzerland, Neiv England, not to mention newer ones like 
Florida and California, base found them a powerful stimulus W31 
not every Amencan who can possibly do so want t(> travel when war 
restnehons are lifted? 

This hnef review of the Bntish task in obtaitnng the imports 
necessary to the life of the nation does not prove that success will be 
assured There is no question whatev er that the problem u extremely 
difficult, and that a solution of it is basic to all othtr considerations 
Unless enough food can be obtained, the people vv-fll starve Unless 
timber can be imported, houses cannot he built 'fhose engaged in 
the great cotton textile industry will have no emplojment unless it 
IS possible to purchase abroad the raw cotton to spin and weave The 
only way in which purchasing pow er for these and other necessities 
can be denied m the long run is bj the exportation of a suffiaent 
value of goods and services The quantity of goods alone sold abroad 
must probably be at least half again as large as before the war, and 
must be four limes as great as exports during the I 35 J jeais of war 
Nothing can banish facts like these 
All that an examination of the existing situatiOh indicates is that 
success IS not out of the question The pessimists who believe that 
Bnlam is done for as a great and populous nation arc no more 
lustified than VI ere the pessimists who thought that Britain was sure 
to be conquered by the supenor might of Gei-man arms when 
llitlci’s legions stood on the Channel and his boinbers were ravag 
ing London If Bntish leaden and people muster the same stubborn 
determination, the same ingenuity and steadiness, the same waiing 
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ness to do n ha te\'er must be done, no matter how unfamihar or how 
uncomfortable it is, thej ha\-c the opportunitj to win this battle too, 
Manr of them know this Thej lealire that, while the opporhmitr 
oasts, the outcome cannot be left to happi diancc No automahe 
process of economic laisscz faire can be irhcd upon in tha sttugglt. 
It will demand keen foresight and careful pbnning, on which Tnay 
be based an intt^iatcd nahonal policv, earned through wrlh skiH 
and resolution \ni domestic interest which stands m the war of 
this policy must be subordinated to the public need By the same 
token, am foreign interest or am policy by the Umted States or anr 
other nation which eien wrthout intent, hampers Bntish surviwl 
m the effort to build foreign trade will be opposed with bitter lesolo- 
bon AmciKans in parbcular, who arc accustomed to regarding in* 
tciTUbonal trade m-alncs as contests for profits, should understand 
that to the Bntish thev will now be a test of the nabonal life. Bntons 
win stand on the beaches and fight, if neccssaiy, for enough to cat 
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If wc assume that basic conditions do not make it impossible for 
Bntain to export enough so that she can pay for the goods she needs, 
exactly how is this possibihty to be realized^ What is the nature of 
the planning by which the problem is to be attacked’ 

At the very beginning, it will be well to exclude measures some 
times suggested m the United States, to which the Bntish will not 
resort if they possibly can help it The plight of Bntish export trade 
has not escaped the attention of students in this country It is be 
lievcd by nuny that loans from us would provide a welcome means 
of bndging any gap between the foreign purchases Britain will have 
to make and the means that will be available to pay for them Some 
favor oSenng such loans Some ate wary lest, through the Interna 
tional Monetary Fund of the Bretton Woods agreement, the 
United Kingdom may ohtam a nght to the loans she may need with 
out the conditions that Amencan bankers might like to impose All 
such considerations rest on a senous misconception of the temper of 
the Bntish The Bntish are well aware that one of the chief sources 
of their difficulty is the extent to which their foreign indebtedness 
has already been increased by the war The last thing they want is to 
increase their borrownngs by a single penny, they want to get out of 
debt They may be compelled to borrow, but they would rather 
begin the long climb out of debt as soon as the war is over 
Other Americans, in a spmt of farsighted generosity, have sug 
gested that this country male a gift to set the Bntish economy on its 
feet again This suggestion is also unwelcome To accept a gift for 
this purpose would be to acknowledge a dependency which the 
Bntish do not feel They know that their whole future might be 
compromiserf 6y a fiafiit of wafibng with crutches They are hnnly 
resolved to stand on their own feet by balanang imports with ex 
potbeand want to do so at the earliest possible moment Anvone 
who supposes that the Bntish wanted to continue lend lease he) ond 
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the penod of w*ar necessjtj forgets the conditions under which lead- 
lease aid was extended hy the United States Bntain could not ex 
port anj goods of a bnd which she rccei\-ed under the Lend Lease 
Agreement The same inhibitions did not appl) to exports from the 
United States Bntain was fretting under this restnehon because of 
the fear that it would exclude Bntish goods from foreign mariets 
while Amcncan exporters were establishing tbemseh-cs there The 
end of ncccssit> for lend lease shipments therefore could not come 
too soon to please those who arc guiding Bntain s foreign trade 
policies 

Bntish planning begins by dmding the near future into two 
penods fiist a transition penod and second, a penod m which 
peacetime economy on a full and balanced basis ma) be achtotd 
The fint question asked about the transition penod is whether it 
svill be characterized bs a sufficient demand for Bntish exports The 
aimver IS a strong affitmati\e The whole world is suffenng from an 
acute scarcit) of goods of almost erery desenpbon The European 
nations desostated by war will at the beginning need all the daily 
necessities of life England can make no net contributions of food, 
but she can export textiles clothing, fuel shipping services, and 
goods of many other kinds These nations will also need to icbo3d 
their lactones and transportation s}stcms as rapidly as possible. 
They will require rails locomotives structural steel power pbnts, 
clcctncal equipment machinei) and other capital go^ of infinite 
vanctv Almost all of these things Bntain is well equipped to pro- 
duce There is every prospect that for several jcais demand will be 
greater than supply 

Nations in other continents which have not been ravaged by 
German armies have stocks of food and other raw materials of 
which they customarily produce an export surplus but have sut 
fered severely from mabil t) to import the manufactured goods 
formerly obtained from the great industrul lutions Tbcir custom 
aiy peacetime purthases of such goods from Europe, Britain the 
United States and Japan have been almost completely cut off dor 
mg the years of war TTiey not only luve been unable to obtain con- 
sumcn goods like automobiles, typcwriten and tatlles but also 
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have been unable to buy the machinery with which to produce such 
goods The machinery they already possess has suffered heavy de 
pieciation and obsolescence Furthermore, almost all such outlpng 
countries have ambitious plans for expanding thejr industrial pro- 
duction and raising then standards of living Their demands for im 
ports will be almost as insistent as those of the war rai-aged regions 
The moment the sluices closed by irar controls arc reopened, 
purchases from their normal sources of supply will pour through 
hie a raging tonent 

The next question ashed is whether competition from other na 
tions m selling the exports demanded is hlcelj to depnve Bntam of 
a full share m this active market The answer to this question rs an 
equally finn No Two of Britain's mam prewar competitors will be 
out of commission for some time to come — namelj, Germany and 
Japan Though France and Italy did not occupy so prominent a 
place in exports of manufactures, they too will be hampered by a 
temporary loss of productive capacity Only the United States re 
mams This country has greatly increased its capita] equipment dur 
ing the war and is sure to be a formidable competitor m citport 
marlccts Nevertheless, it suffers a comparatn e disadvantage m some 
types of goods, is farther geographically from some of the mam 
regions of demand, and probably will not export so much that 
Bntish industry cannot End buyers for everything it is able to pro- 
duce in response to foreign lequireinents 

Assuming the need of other peoples for goods that Bntam can 
produce, how are these goods to be paid for? MerC need is of no 
^noinic importance, unless it can be translated into effective 
demand Will the necessary funds be asailable? The answer to this 
thud question is on the whole affirmative There is little doubt that 
msofar as grants are necessaiy for immediate relief, the money wall 
V forthcoming UNRRA is already set up as an international! 

ments proper ate. however, likely to be short m duiatmn m 
accoun, to, 0* 0 po^ooUgo of ,ho .oul "11 

are also in sight to pay for reconstruction France and the * 
bnd,, to, 
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ment, are financially in a good position. 'They both have ample gold 
reserves, and credits have already been arranged both with Britain 
and the United States, to begin the task of reconstruction Russb 
has gold resources Gold is still acceptable in international payments, 
though it is rejected as a standard for money. There is a strong 
prospect that the International Bank for Reconstruction and 
Development will make or guarantee any loans necessary to 
supplement the financial resources of war ravaged nations If this 
agency should not be established, something else is almost certain 
to lake its place There is no question of the purchasing power of 
non Luropean nations like Argentina, Brazil, or India As a matter 
of fact, they have accumulated huge balances of dollars and pounds 
which they have been unable to spend during the war 

Tliough there is no doubt of the financial ability of the rest of the 
world to buy from Bntain, there is much concern about Britain’s 
ability to obtain needed goods m exchange After all, she docs not 
want to export in order to cam money, but rather m order to buy 
what she needs Take the case of trade with Russia, for example. 
Russia’s credit is good and individual British manufacturers would 
have no hesitation in selling her the enormous amounts of equip- 
ment she IS likely to want nor would Bntish banks have any hesita 
tion in financing such transactions Nevertheless, those responsible 
for Bntish trade policy sec no advantage in shipping the products of 
Bntish hbor to the Soviet Union, unless they can obtain in return 
something that Bntish worken can cat or wear or live in A diet of 
gold or promises to pay is not nounshmg Specifically, Britain im 
ported from Russia before the war large quantities of timber and 
hides She could use both to great advantage in her domestic rccon 
struction program, but there is doubt liow soon Russia can resume 
exports of this nature 

Such problems arc not necessarily insoluble, as long as the possi 
bilitics of multilateral exchange remain Bntain may be able to take 
ber immediate p3)-mcnt in Russun gold and use that gold to buy 
what she needs from other sources TIic same may hold true of re- 
construction trade in other European countnes Tlie process, how- 
ever, IS not indefinitely extensible However much money or its 
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cquiwlent Bntam may be able to acquire from selling abroad, she 
must be able to spend it somewhere for what she wishes lo consume 
or it will be of no use 

Another djflSciilty exists in the case ot countries lilce Argentina, 
Egypt, or India, which have accumulated large balances of sterling 
m London received in payment for goods sold to Bntam dunng the 
war If exchange rcslnctions were to be abolished with the coming 
of peace, these counlnes could use their hoards of Bntish cunency 
m order to buy what they wanted from Bntam without sending any 
goods in exchange, until their war gams were exhausted Or they 
might exchange the pounds for dollars and buy from the United 
States The purchasing power resulting from the blocked sterling 
balances is of no use whatever in solving Britain s import problem 
England needs Argentine beef and gram and Egyptian cotton, and 
would like to employ her resources to pay for such goods instead of 
merely to settle past debts 

The problem of dealing w^th the blocked sterling balances there 
fore emerges as one of pnmary importance Some agreement limit 
mg their use must obviously be made between Bntam and her 
creditors Bntam, as a large customer of the countnes in question, in 
peace as well as in war, is m an sdi'antageous position to make such 
an agreement Whereas Argentina, Egypt, or India might profit as 
nations by obtaining needed goods from England without giving 
anything currently rn exchange, the growers of Argentine beef or 
Egyptian cotton would not look upon such an arrangement with 
faior They need to sell their products j'ear by jxar, [ust as Bntam 
needs to buy them It is therefore probable that the sterling balances 
representing war debts to these countnes will be funded as long 
term obligations, so that an arrangement for interest and amortiza 
tion may reduce the problem of payment to manageable proper 
tions There arc, of course, other possible means of achieving the 
same result 

Some Bntish writers also suggest that agreements be negotiated 
limiting the use of these funds to purchases in England instead of 
allowing them to be exchanged for dollars ot currencies of other 
countnes, which may be spent elsewhere It is difficult to sec the 
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force of this suggestion, since anjone who exchanged other curren- 
cies for the sterling in question would have to purchase English 
goods m order to realize on his bargain The amount of the total 
claims against British production wtiuld neither be increased nor be 
dcacased by the absence of any restnction of this hind 

The next question is concerned with the possible speed of recon- 
version from war production to civilian goods Can British plants 
and bbor be turned back quickly enough to take advantage of the 
foreign demand which is foreseen? The question is one of great im 
portance in view of the fact that Bntish productive capacity was 
probably more completely mobilized for w*ar purposes than that of 
any other nation, with the possible exception of Germany There is, 
nevertheless, little concern about the ability to rcmobihze promptly 
for peace A considerable percentage of the war mdustnes can turn 
to the output of goods needed for relief and reconstruction without 
any long delay in reequipment or retooling This is true, for in 
stance, of industries suppl)ing nondurable or semiduntblc con 
sumers’ goods such as textiles and clothing, and of mdustnes supply- 
ing many capital goods like coal or iron and steel Even locomotives 
and motor trucks were demanded m brge quantities for wur pur 
poses It probably will require less time to complete the technical 
processes necessary for the shift from war to peace than it did to 
change from peace to war In this respect, the rcbtivc backwardness 
of mass production processes m Bntain is an adiantage rather than 
a disadvantage It u much caster to reset ordinary tools and ma 
chines than it is to produce new special purpose machinery and re- 
equip whole production lines 

Tlie chief problem in reconversion will probably be found not in 
making ready the necessary physical equipment, but m the fcdistn 
bution of labor But in this respect, also Britain has an advantage 
Before the war she had a more highly developed system of labor cx 
changes than most other nations Tlic very extent of Iicr wartime 
labor controls which will not be abandoned at least until rccomcr 
sion IS well along will enable her to guide the redistribution of 
workers to the places where they arc most needed Demobilization 
of the armed forces will be as rapid as possible and should not be 
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delayed because of any need of supplying jobs to men The urgency 
\it11 rather be to find men for jobs A moderate amount of transi 
tional unemployment is anticipated, but most experts believe that 
it will quickly be absorbed 

No great difficulty is thus anticipated in the existence of a foreign 
demand for British goods dunng the transitional period, in the 
means of financing these exports, or in the ability to produce them 
The real trouble is looked for in quite a different direction What 
the Bnlish economists fear dunng this penod is rather that the m 
tcmal demand for British products will be so great that there may 
not be enough goods left for the export market The domestic popu 
blion has long been deprived of satisfactions beyond those barely 
necessary to sustain health and the ability to work At the same 
time, it has enjoyed a large income from full employment and has 
laid aside its surplus in vast amounts of savings The chances arc 
that full employment will continue aftej the war and that the 
potential purchasing power of individual consumers will be rela 
tncly high They will want more and better things to cat They will 
need to replace clothing which has been worn threadbare They will 
rush to buy ordinary household necessities like sheets and towels, 
which have been growing scarcer and scarcer They will want new 
furniture to replace that which has been broken as well as many of 
the less utilitarian articles hke automobiles and radios, which have 
been unobtainable for six years 

In addition, the government wall enter the market to supply a 
huge aggregation of consumers’ wants It will haie a great rebuild 
mg and housing program and ivill demand many new teachers and 
doctors At the same time, it will decrease the supply of labor by 
sending more people to school and providing more retirement 
pensions 

Tlic consequence of the immense backlog of internal wants rein 
forced by ample purchasing power m the hands of consumers and 
of their governmental agencies will for some time be an effective 
demand for goods greatly in excess of supply Tlie natural result, if 
nothing 1$ done to control the process will be an immensely profit 
able home market for Bntish manufacturers, stimulated both by 


42 


America’s Stake m Britain's Future 


large volume and by high pnees These consumers will also demand 
a larger quantity of imports than ever before In addition to neces- 
sities, they will want Imnines or scmiluxunes of many kinds, such as 
tropical fruit If housing is to be built twice as rapidly as before the 
war, there will be a need for importing twice as much timber. 

Americans often picture English businessmen as shrewd and 
rapaaous exporters prowling about the world to see what markets 
they can wrest from us Some of them arc like that, but in London 
most of them are seen as people out of touch with foreign bujers 
and demands, who will prefer to sell m a booming home market 
rather than to take the trouble and risk of seeking customers bc)-ond 
the seas Vital though foreign trade is to Britain, her exports of 
goods in 1958 did not amount to more than 12 or 13 per cent of her 
national income A concspondingly small amount of the available 
personnel and effort was devoted to foreign trade, and skill m ex- 
ploiting it was not shared by many businessmen Histoncally, cx 
ports from Britain arose m the mam, not because they were pro- 
moted cither by individual producers or as a national policy, but 
rather because Engbnd was the oldest manufactunng nabon and 
customers were attracted by the desire for what she could produce 
It IS obvious to all who have given the subject any thought that 
measures will have to be taken to restnet internal demand both for 
domestic goods and for imports in order to maintain the necessary 
foreign trade balance Other measures will be necessary to induce 
manufacturers to sell abroad goods that they might otherwise sell 
at home Capital and equipment will have to be directed into export 
industncs In addition to all this, it is of the utmost importance to 
increase the production of goods needed for both domestic and 
foreign markets so that the limited supply of labor may produce the 
greatest possible amount of wealth Domestic consumers must m 
an) case endure some saaificeof potential satisfactions if their wcl 
fare is to be served at all But it will be impossible to ask them to 
sacrifice so much that there will be a political rebellion which 
would disorganize the entire Bntish economy 
Measures of many kinds are sti^cstcd to aceomptuh the ends 
in view The existence of war controls provides a number of the 
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requisite measures ready made It wll, for instance be possible to 
limit consumers’ demands by continuance of rationing It smU also 
be possible to asoid an mflationaiy pnce nse which would attract 
too much of the producers resources to the domestic market 
through the profit mcentne Existing pnce control vnll be axadable 
for this purpose Exchange control and other means of goseming 
the kinds and quantities of imports wall have to be continued It will 
be explained in a later chapter how the go\ emment s pow er to lease 
war factones, build new plants, determine pnonties in the use of 
matcnals and extend financial aid will be employed to encourage 
the growth of production in the Development Areas The same 
devices may and probably wall be used to favor the growth of in 
dustnes semng export markets In addition to all this an effort will 
be made to make the waj easier for exporters The Department of 
Ovcncas Trade, established after the first M^orld M^ar, is making 
intensive studies of foreign markets and is consulting with British 
manufacturers about their export problems Credit facilities not 
already available for carrying on such trade vvdl be pronded 
Methods of marketing abroad which will facilitate the task for small 
and medium sized concerns are being explored 
If measures like these are to be used intelligently, it is clear that 
those who apply the several controls and the aids to industry can 
not go their own ways without coordination about a well designed 
program There must be some means of judging what imports are 
to be allowed and what imports must be restneted \\^ile the 
demands of the consumers m retail markets must be controlled, 
they cannot be held at too low a level The same logic holds for 
eveiy other item m a possible program The situation will resemble 
the problem of the wnr economy m every respect except one — that 
« the objective m view There will be a shortage of labor, of pro- 
ductive facilities, and of goods, in relation to the total demand 
The problem will be to adjust the supply to the most essential 
In order to do this, there must be something conespondmg to 
aa over all production program Pbnnmg must govern, in one way 
Or another, almost the entire national economy In war, the produc 
boa program is dictated by military necessities The army and navy 
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these services above 1938, and the number of bcjs and girls who will 
be withdrawn from work on account of the raising of the school 
leaving age to fifteen Against these losses is set an estimate of the 
number of women emplojcd for the tint time dunng the war who 
will probably wish to remain in industry Finally, 3 deduction ts 
nude for frictional employment incidental to demobilization The 
conclusions are that the industrul working force will be i6,too/300 
in 1946, 16,400000 in 1947, 17,100,000 in 1948, and 17,400,000 in 
1949 The further assumptions are made that the average length of 
the worbng day will be the same as in 1938 and that the production 
of the workers per nun hour will have increased on the average by 
1 5 per cent annually The net result of these calculations indicates 
a total output for 194; which is 95,000,000 pounds less than in 1938 
In 1946 the total will be 90,000/200 pounds more than in 1938, and 
then it will nse rapidly until in 1948 it reaches 900 000 oco pounds 
more than the last prewar ) car These figures all take no account of 
the increase m pnees dunng the war 
Similar corrections based on reasonable assumptions are made for 
the change m other home produced output, the pay of the armed 
forces, and the loss in net income from foreign investments A cor 
Tcction IS then made for the 45 per cent increase m pnccs which has 
occurred, and in which it is assumed there wall be no change On 
this basis the postwar national income would be as follows 

Mdltons of Pounds 

1943-46 8,180 

1946- 47 8 145 

1947- 48 8 285 

1948- 49 8,420 

Ilavmgamvcd at a figure for the total income which will be avail* 
able, it « then possible to suggest how it ought to be allotted among 
the vanous important uses Of pnmary necessity u the repair of 
war damage, slum cleannee, housing, and the new investment m 
industry that wall be required to cnbrgc its output and increase its 
efficiency There wall also need to be heavy expenditures on nil* 
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roads, roads, and shipping as well as on the de\-elopment of h)dro- 
electnc power and rural dectnficabon Estimates are made, there- 
fore, for a considerable increase in capital investment, by both 
government and pnvate agencies This increase, however, is not set 
so high that it wfll prevent any improvement of the standards of 
consumption enforced on individuals by the war The estimates 
allow for an increase of lo per cent in consumpbon in the Bnt post 
European war year and increases in the subsequent three years of 
20 percent, 25 per cent, and 30 per cent respectively All these in- 
creases are based on 1943 It is assumed that imports will exceed ex 
ports, ind hence that there will be a net deficit in foreign payments 
Expenditure hy government on the armed forces and other neces 
sary functions is of couise accounted for Putting together these 
£gui«, wr amve at an allocatran of expenditures out of the ex 
pected nabonal income which looks like this 


MiHtotu of Fcundz 


EIxf)^ndifuTes 

1946 

*947 

1948 

*949 

Comumen’ goodi and services 

4790 

3 320 

5-450 

5855 

Pnvate and public investinent 

340 

1,300 

1485 

*•375 

Public expenditure on other goods 

and services 

34 S 0 

1.950 

IpJOO 

1^500 

Foreign balance 

-300 

-235 

-15a 

^110 

Net national expenditure at cunent 

pncca 

8180 

5*45 

8,38 s 

8420 


On the basis of an analysts of this kind, it is possible to suggest 
more detailed allocabons For instance, consumers' expenditures 
may be broken down and estimates made of the productive le 
sources necessary lo satisfy their several demands It is possible to 
allocate the amounts intended for the vanous kinds of capital ex 
pcnditurc, and to work out in more detail the amount of imports 
and exports which must be available for the maintenance of a trade 
balance Sketchy though these brge aggregate figures are, they do 
illuminate the nature of the problem and indicate what are the 
alternative choices For instance, if consumen arc to have larger 
satisfactions than would be indicated by such a table, there must 
either be a smaller amount dev-oted to rchuflding and new capital 
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equipment or there tnust be a larger total national income If it 
turns out that the national income is smaller than the estimate, cuts 
must be made in one or more of the i-anous subdivisions of total ex 
pendituie 

Other economists might make different assumptions and dif 
ferent calculations, but whatever the 6gures chosen, the nature of 
the problem remains the same There must be an internal equilib- 
rium in the uses to which a national income of any size is put In 
Bntain particularly, the working out of this cquilihnum must pay 
special attention to the subject of this chapter, that is, the mam 
tenance of a balance between exports and imports which will pro- 
vide for sufficiently Urge imports to meet the needs of Bntish con 
sumption, and exports that ate not so large as to dram out of the 
country the goods which will be required by any given level of 
Bntish expenditure 

The figures m the preceding pages however rough and conjectural 
they may be, illuminate one conclusion with great clarity There is 
no possibility of constructing the kind of nation the British expect 
to build at home, and at the same time acquiring the necessary im- 
ports on the basis of a babnee in foreign trade, without conscious 
pbnnmgof the national economy as a whole The housing program, 
the satisfaction of consumers wants for perishable goods the mam 
tenance of full cmplo)Tncnt, the demands of a full-emplojancnt in 
come for imports, and the requirements of a sufficiently large export 
program for bbor and productive equipment, will all jostle and 
push one another like a crowd tr^nng to get into a ihcater iti which 
there is not enough room for all The outside limiting factor is the 
total productive capacity of the Bntish economy Order must be 
maintained by the use of pnontics and allocations 

To rely entirely upon a free intcrpby of demand supply, and 
price to provide automatic rcgubtion in the markets of a private 
enterprise economy would be to commit the rution to almost 
certain disaster Such a policy might in the long run achieve some 
sort of equilibrium but only at the cost of most of the objectives on 
which Bntish hearts arc set It would, for instance, be quite possible 
to achieve a babnee between exports and imports at a level so low 
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as to involve starvation and unemployment for a large section of the 
population, or it might be possible to amve at reasonably full em 
ploymcnt at the cost of retaining and enlarging the slums, and an 
extremely low level of consumption by the wage earners Laissez 
fane is always tending toward ec^uilibnum of some sort, but the 
terms of equilibrium and the process of getting there ate frequently 
not compatible with desirable social ob]echves The only way to 
achieve an equilibrium which will desotc the national productive 
resources to the uses desired by a majority of the population in the 
order of preference of those desires, is to plan m advance the ob- 
jectives and the means of achieving them 

It IS estimated that the transition penod may last from four to six 
yean What about the foreign trade problem when it comes to an 
end^ By that time important changes will base taken place m the 
whole situation The foreign demand for goods needed for relief 
and reconstruction will presumably have fallen to negligible proper 
tions Other mdustnal nations will be reviving as competitors for 
exports The backlogs of demand, both domestic and foreign, \vfll 
presumably have been taken care of The world must settle down to 
a system of trade and of payment therefor which is much less 
affected by war emergencies, and the economy must be expected to 
perpetuate itself on a sounder basis if the welfare of the peoples is to 
be served Wilhm Bntam itself, the war controls made possible by 
the existence of scarcities will have lost much of then effectiveness 
and many of them may ha\ e been abandoned Then will come the 
real test of Bn tarn’s ability to sell enough abroad so that she can 
continue to buy what the nation must ha\ e 
If the ideas of the more far sighted Entish leaders prevail, the m 
tenenmg period will haie been utilized to lay the soundest possible 
foundation for holding and expanding export markets in this Jonoer 
future Export industnes will ha\c been made more efficient by 
better organization and by equipment svith the most adsanced 
technical processes Widespread market research will have been 
conducted and foreign commcrcul contacts will have been im 
prov cd The industnes whose products are likely to be demanded m 
greater volume m the future will have had special attention Costs 
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of production will have been reduced by higher productivity per 
man hour, while maintaining a relatively high wage level Exchange 
rates for Bntish currency will have been so fixed that the pound is 
not overvalued, as it was after the bst war, and Bntish exports will 
suffer no competibve disadvantage on this account 

There is much discussion of the possible use of new mstrumcn 
talibes for maintaining foreign trade even m this period In view of 
the absolute necessity for maintaining it, many Englishmen are not 
willing to rely solely on the chance of success in a competitive ex 
port market The prowess of Amencan industry is so highly re- 
garded m Bntam that its competitive potcntuhties in foreign trade 
arc, to say the least, not underestimated 

One of the special measures most discussed as a means of elimi 
nating the risks of the market is that of bulk buying by govern 
mental agencies (already employed during war), possibly accom 
panted by some form of barter agreement The government, for 
instance, would know m advance how much wheat or beef it was 
going to be necessary to import It would go to Argentina and other 
countnes producing such commodities and offer contracts for 
purchase of the required amounts, at specified pnees This would 
stabilize the factors of demand and price for the foreign producers 
in question, and would give them assurance of an equivalent 
amount of purchasing power for British products The agreement 
might further speafy m general how this purchasing power was to 
be utilized Thus, Britain would be assured of the go^ she needed, 
and the foreign producers would be assured of payment by British 
goods No uncertainties of fluctuating pnee or of cut throat com 
petition would interfere with the legitimate human satisfactions on 
both sides The same kind of process could be utilized tn the 
purcliase of any kind of raw materials which can be graded and 
standardized 

Opponents of such measures argue that they arc discnmmatory 
against exporters of other countnes and will invite letalution Bulk 
selling, too, IS not easily adaptable to the miscellaneous and in- 
finitely varied kinds of goods which Bntam is equipped to make 
Advance purchases of large quantities are likely to result lo a higher 
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a^-engc pncc paid for the matemls m question than would a latge 
number of small purchases made by teen traders and timed to tale 
advantage of the market Moreover, this sort of interference with 
the free play of trade restneted the total volume of foreign com- 
merce before the war and would be likely to have the same effect 
after it 

Nothing IS more essential to Britain's interests than that the total 
of world trade be maeased On this point, all Bntish students of the 
foreign trade problem are agreed They expect to be well prepared 
to mamtain exports, as far as the internal economy is concerned 
But the demand for these exports will ultimately depend on a 
healthy and expanding world economy No matter what the condi 
tions of compctifaon may be and no matter what trading methods 
may be cmplojed, Bntam would have an extremely difficult task in 
achieving at least 50 per cent more exports of goods than before the 
war if the total of world trade were to revert to that low level 
If, on the other hand, the total of world trade expands by 50 
per cent or more, the demand for Bntish goods would naturally nse 
with it, and the problem would probably be solved, even without 
any special preparation 

In assessing the chance of survival in the long future, the Bntish 
therefore concentrate their attention on the factors that determine 
the volume of wxirld trade as a whole For the desired expansion 
other natrons must assume as Targe a responsibility as theirs At this 
pornt the poliacs of the United States enter the discussion 
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B RITA IN and the United States are the tveo greatest indostrul 
nations m the world Together, they dominate international bade. 
The Sosict Union has also hnilt np an important industrul system, 
b\.t its economy is so nearly self-contained that its exports and nn- 
ports base nes'cr had nearly so much inSccncc on economic condi- 
tions in other nabons as hare those of the two English-speaking 
democracies Even before the war, the foreign trade of the Uiuted 
States and the United Kingdom combined accoonlcd for about one- 
qnartet of all the foreign commerce of the globe For some years 
after the war their chief industrial mals — Germany and Japan — 
will not be able to reemer their former posibon If there ts to be 
b Iter compcbtion for exports of manufactured goods, Bntain and 
the United States will be the chief competitors Indeed, they will be 
almost the only ones of anv importance If wenld trade as a whole « 
to be expanded, most of the imhatne must come from them If 
world trade stagnates or contracts, the chic! cause of the mactmty 
will ansc from the pohacs they adopt. 

Amencans pnde themsches on the achiciements of their industry 
and the high standards of Imng which prcsail m thn country, under 
p'ospc'ous conditions They are consaons of the enormous output 
recently ach e\-cd for war purposes But it is a little diScult for the 
American at home to understand how large his nation looms when 
It IS seen from outside In military and naval power it has come 
close to bang an arbi^a of th- world s destiny This power how 
ever was not a consequence of the mac stre of its armed forces The 
Soviet Union and Germany both put more soldiers into the feld 
Amcncan mil tarv power would not Have been nearly so g'cat if it 
had not been for the highlv developed capacity of this country for 
mechanical production \\ e b<^n with vast and varied stores of 
ra’iral resources In this respect, Bntain ts inSnitelv poorer Out of 
these; the population has aceted a far greater nunofactunng 
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capacjt) than is possessed bj anj other nation The devdopmcnt of 
machmeiy and technique is such that our output pet labor hour is 
on the a\et3ge much higher than that of an) other countt) The 
purchasing poster of our domestic marVcl is the largest in the world 
Our population is three times the size of Britain’s and its a\enge 
income per capita is much higher We have accumulated great 
stores of financial capital and have for so many )'ears been the final 
destination of so much of the world s gold that we have had to bury 
it in the ground because we did not know what else to do with it 
A few figures ma) illuminate the preponderant weight of the 
United States m the econom) of the world Dunng the jean 1925 
to 1929 the net value of mdustnal production in this country was 
^6 pci cent of that of all the nations It is indicated by rough csti 
mates that in 1929 the national income in the United States w-as 
equal to that of twent) three other countnes combined, including 
Great Bntam, German) and France This comparison is in terms of 
dolbis rather than of real goods and services, and would have to be 
corrected for reb lively high pnees in this country if one were 
measunng the matenal satisfactions available to the inhabitants of 
the several nations Nevertheless, it emphasizes the dommating im 
portance of Amencan purchasing power 

Calculations by the United States Department of Agnculture for 
the jears 1917 and 1928 show that this counit) ’s consumption of 
nine pnnapal raw matenab and foodstuffs was 39 per cent of the 
total of the fifteen most important commercial nations Even the 
CTports of the United States, though the) were not nearlj so brge 
rcbtive to our national income as those of several other nations ac 
counted for 15 6 pet cent of the total exports of the world m 1929 
We do not think of ourselves as being dependent upon forci<Ti im 
ports, jet m that ) eat we bought 1 2 j per cent of the world $ imports 
and were second as an importing nation onlj to Great Bnbm As 
A’npsvfemn'ra-s {tratemh, we were Arm the fad 6u)in<fas much 
as the United Kingdom, France, German) , Japan and Canada com- 
bined 

U is traditional in the United Stales for Amencan producen to 
fear Bntish competition in both home and foiagn markets For 
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some reason, the Bnbsh businessman is expected to get the better of 
every bargain If the produccn in a country with such great achieve 
ments and so many natural advantages as the United States feel this 
way about Bntish compctiton, how much more reason is there for 
British businessmen to fear Amencan competition’ Consaous of 
their own extraordinary difficulties, and looking across the ocean 
at the Western giant, many of them arc inclined to despair of 
survival m a postwar competitive struggle Certainly a large percent 
age of Bntish industialists would like, if it were possible, to avoid 
entenng such a race at all by shutting out Amencan competition A 
large proportion of the public is afiected by lhar opinions 
The leaders of Bntish economic thinking, however, who are in- 
fluential m shaping governmental policy, have a more sophisticated 
view They would share the fear of Amencan competition if world 
markets were to be small or shnnking but they have no objection 
whatever to an expansion of Amencan exports, provided the in 
habitants of the United States arc willing to take an equal value of 
goods and services m exchange, either at the bme or subsequently 
An expansion of exports means an expansion of imports too, as long 
as our foreign tndc is babneed Though the foreign commerce of 
the United States is small rebtive to its total income and produc- 
tion, this country was even before the w-ar one of the two most im 
portant markets for the exports of other nations If, after the w-ar, 
our foreign tndc grows and is babneed, any conceivable increase of 
our exports walfmcan that we buy as much more than formerly from 
foreign producers 

_In that case we shall buy more from English manufacturen them 
selves We shall also buy more from other countnes in Europe and 
from Latin Amenca Asia and Afnca The markets for Bntish ex 
ports in all these regions will thus increase Indeed one of the chief 
conditions of expanding economic activity throughout the world is 
that both the United States and Bntam should buy more from it 
And an expanding economy will provade the essentul condition for 
the necessary increase of Bntish exports The Bntish economists do 
not expect us to buy without selling, any more than they expect 
Bntam to do so They know that such a practice could not continue 
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for long As long as trade is acbvc, they are perfectly willing to run 
the nsls of the marketplace and to negotiate with us in a friendly 
spmt about controls where controls are thought desirable 
The Bntish for their part are eager to buy all they can Thev fear, 
howeicr, that Amcncans are not For many years m the past, we 
ha\c tncd to export without accepting payment for all we sell The 
dread that we shall continue this endeavor haunts the Bntish lead 
CIS Before the Fmt World War, when the United States was a 
debtor nation, it wns a normal procedure for the country to export 
more goods and services than were imported In those circumstances, 
a surplus of exports conshtuted a pa)Tnent of interest and pnncipal 
abroad Now that we no longer have to pay any balance of debt 
charges to foreigners, wc can maintain a true export surplus indefi 
nitcly only by giving our goods and services away That means that 
wc increase the supply of goods in international markets without 
conespondmgly increasing the demand In this Way we can spoil 
Bntains export market This is unfair competition of much the 
same kind that is practiced within a country by a great pnvatc mo- 
nopoly when It puts the small fiy out of business by selling below 
its costs 

How do we give away goods or services abroad, m the oidmary 
coune of events? There are many ways, some obvious, some subtle 
We can do it by governmental subsidies of shipping or of exports of 
wheat and cotton Wc can do it by financing our exports with loans, 
when the country to which we lend cannot produce a surplus for ex 
port brge enough so that the loans can be repaid, or when our tanffs 
arc so high as to shut out what it does produce We can do it by 
making presents of govemment property to export industnes— as in 
the disposal of war plants or equipment at uneconomically low 
pnets All of these methods wc have used and seem likely to use 
again 

Why should we want to give goods away— except for relief pur 
poses? It may occur without any conscious intention, simply on ac 
count of the interpby of vanous interests Producers vtho seek profits 
through export may influence the government to push their foreign 
sales through subsidies or loans Other producen who fear the com 
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petition of imports may induce the government to assist in keeping 
them out through protective tanffs 'The resulting action of our 
economy, viewed as a whole, is that w e sell more than w e buy 'There 
IS also a possibility that v, e may adopt the course of maintaining an 
export surplus as a deliberate national policy Here lies the dramatic 
contrast between our situation and that of the Bntish Their na 
tional need to export is a direct consequence of their need to buy 
abroad They are suffering, and fear that they wfll continue to suffer, 
from a deficiency of goods But we fear that we can produce more 
than we can find means of distnbuting to our own population If we 
are to have a national policy of giving away exports, it w ill be because 
we think we cannot otherwise fully employ our factones and farms, 
and the men and women who work in them We shall then, as the 
Entish say, be exporting unemployment They see no moral justifi 
cation for such behavior 

It IS up to us, they believe, to solve our unemplojment problem at 
home, as they plan to solve theirs That may involve drastic read 
justments in the nature of our production, or m our distribution of 
income, or m our public fiscal policy, or in our tariff, or in all these 
things and more besides But it is absurd to assume that a nation 
must permanently produce more than it consumes in order to save 
its people from want There is, in the long run no escape from 
tackling any necessary internal readjustments If we avoid the neces- 
sity for awhile by giving away our surplus the reckoning will be all 
the more severe, for we shall rum the rest of the w orld m the process, 
provided it continues to consent to accept our chanty 

At this point it IS necessary to say something about the process of 
foreign investment Whenever in any given jear a nation lends 
more abroad than it borrows abroad its exports of goods and services 
must be larger than its imports Only in this way can the transfer of 
pa)Tncnts arise that is necessary to convey the proceeds of the loans 
to the foreign country (Of course, we are not speaking here of mere 
book credits which arc not used to buy anything ) There is no ob- 
icction on the part of British economists, nor can there be any 
sound objection to international investment of the right kind 
Many other parts of the world wish to build up their industries and 
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thdi productne po^\ er, and Amcnca has plenty of surplus capital to 
lend them Imestment of pioductne capital is the only 'nay in 
nhich the n calth and income of the norld can grow, just as it is the 
only nay in nhich to increase nealth and income mthm a nation 
It IS a hasic condition of an expanding world economy A surplus of 
exports from the United States arising in this way cannot injure 
anyone 

The danger is, not that we shall male foreign imestments, but 
cither that we shall maVe imestments which arc so unsound eco- 
nomically that they do not add to the products e capacity of the 
world, or that c% cn though we maVe products e m\ estmenls abroad, 
•we shall not do our share m absorbing the increased product byr 
increasing our foreign purchases as our foreign im estments grow If 
cither of these mistaVcs is made, the ultimate consequence will be 
that lepaymcnt of the loans wall be defaulted and, as a result, the 
outflow of new m\cstmcnt will shnnk A shnnhage of new imest 
ment IS pTcasely the chief actw-ating cause of depression This is as 
true internationally as it is within the nation 
It would he possible gradually to bring to an end a net outflow of 
foreign msestment from any gwm country without damage to the 
world economy, pronded that country at the same time increased its 
purchases from abroad enough to balance its foreign trade at the 
prcsious high level of its exports This would mean m eflect that it 
was substituting, on a world scale, an increased consumption ex 
pcnditure for the mvestment expenditure which had b^ with 
drawn If the country m question wanted repayment of the loans it 
had made, it would have to go even further and buy more abroad 
Ilian it sold there This was exactly the practice of Great Britain 
before the war But if a nation suddenly reduces its foreign Icndm® 
without simultaneously increasing its foreign buying, it diminishes 
the amount of purchasing power in arculation, and so exerts a de 
•prt^rtig-t^tetTro-dhVireTOhnms'ftitftVayc'rrabc rdia'nons wifn it 
The fear that the United Stales may punue this course is not 
merely an imaginary one, but rests upon wliat we actually did during 
the decade just after the First World Wir The immense purchase 
which had been made m this country dunng the war by the otJjcr 
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belligcients ww financed largely by Amencan loans to them, and 
\ne emerged from the war a aeditor nation, at least on the books 
After the sharp but brief postwar depression of 1921, a large amount 
of pnvate foreign inscstment was added to the governmental war 
debts From 1919 until the end of 1929, we provided approximately 
7,300,000,000 dollars of new capital to other nations by means of 
foreign loans floated in this country This was greater than the total 
of the foreign loans made in the same years by all the other capital 
lending countries combined In addition, Amencans made a large 
volume of direct imrstment abroad Thus dunng a relatively brief 
penod we became a leading creditor nation, w^th foreign invest- 
ments about equal to those built up by Great Bntain dunng the 
whole preceding century There was an annual increase in the for 
eign lending of this country m every year from 1919 to 1927, with the 
single exception of 1923 It would not be too much to say that the 
purchasing power, m terms of dollars, thus supplied to the rest of 
the world was a major factor in the economic recovery that charac- 
terized the penod m question The stimulabng c 5 cct of this new 
ihvcstment was of course accompanied by the sustaining power of a 
large volume of Amencan imports which resulted — m spite of our 
high tanffs — from the need for materials by an expanding Amencan 
industry and the growing purchasing power of Amencan consumers 
of tropical foods 

While there is no doubt that the world needed capibl and that it 
was entirely proper for the United States to invest abroad, the in 
vestment policies actually pursued were anything but farsighted 
An authoritative dcscnption of the process is contained in The 
Vmted Stales m the World Economy, published by the De- 
partment of Commerce 

‘ Enticed by the prospect of commissions much higher than those 
available on domestic issues and faced with the necessity for a con 
tinuous flow of new securities to keep large staffs of bond salesmen 
employed, Amencan investment banken had their agents ‘sitting 
on the doorsteps’ of prospccliv e boaow ers, as one observer put it, 
offering them money and many times penuadmg them to tenow 
more than they actually needed The bonds were widely distributed. 
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m turn, to the Amencan imesting public, which vras attracted by 
the high yields obtainable and apparently willing to rely on the 
judgment of the selling banVers as to the safety of the loans 
"This uncontrolled and extremely competitive method of foreign 
lending led almost inevitably to unwise, and frequently to wasteful 
me of loan proceeds and to overbonowing by many countnes Evi 
dcncc presented at hcanngs held before the Senate Tmance Com 
mittce m ig^i and 1932 contains many references to such situations 
Funds provided by loans to Cuba and Fern appear to have been 
Spent m a particularly wasteful and extravagant manner And re- 
gardless of the basic worth of many of the projects made possible by 
foreign loans, it was obviom as early as 1926 that many countries 
were borrowing far more than they could reasonably be expected to 
repay This ovcrborrowing was recognized by authonties m the 
borrowing nations themselves— in Pern and Germany, for instance 
— but these authonties were cither unable or unwilling to stem 
the flow of Amencan capital into their countnes Moreover, the gov 
emments of some countnes that had been consistently large bor 
rowers for several yean were probably fearful of the shock to their 
economies likely to result from a sudden cessabon of capital m 
flow" 


This acbntv continued into 1928, but by the middle of that year 
the spcculabve boom on the New York stock market began to offer 
such apparently magical possibilities of quick profits and attracted 
$0 much money that foreign investment began sharply to fall off At 
the same time, the unsoundness of many of the investments which 
had been made began to appear more clearly, and appreciation of 
this fact discouraged more of the same kind The disturbing effect of 
this sudden stoppage in the flow of foreign loans was somewhat 
masked by the continuance of a high lev el of imports into the United 
States up to the middle of 1919 Then, hovvcv cr, with the coming of 
the crash, a sharp dmunubou of purchases by Amencatvs abroad was 
added to the restriction of the flow of capital Within three years 
the supply of dollars furnished to foreigners by Amencan loans and 
t>) 68 per cent annually Thus we 
unsettled the economy of the enbre world The nations upon whom 
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this blow fell suffered an acute shortage of dolbn with which to 
meet their debt charges to us and with which to buy what they 
needed here and in other countnes Pa)Tnents on many of the debts 
were necessanly defaulted 

It then appeared that what we had been doing in effect was to 
maintain a surplus of erports o\er imports ffnanced by foreign m 
\cstmcnt, much of which could not be repaid We had, rn other 
words, gircn away goods and services While the process was going 
on, our exporters enjo>ed an unfair advantage over those in other 
countries who could not so freely offer loans in exchange for orden 
This was not too senous as long as total trade was expanding No 
doubt the rest of the w orld would have had little objection if the 
process could have been continued indefinitely The chief trouble 
was that it could not be continued Nothing is so demoralizing as 
first to make others dependent on your chanty and then suddenly to 
withdraw the gifts The British are nght m desinng that there be no 
repetition of this expcncncc We should be wise if we shared their 
apprehension, since its ultimate consequences were even more un- 
happy for ourselves 

The fear that we shall give our wealth away in a mistaken belief 
that this is a good method of preventing unemployment is closely 
asvocuted with another and even more prevalent and deep-rooted 
fear on the part of the Bntish This is that we shall suffer another 
great depression and drag the world down with us as we did 
after 1929 

Many Americans have been led to believe that our depression was 
international in origin and was brought upon us as a sort of inevi- 
table consequence of the I irst World War This seems to mean to 
them that its causes lay somewhere outside the boundaries of the 
United Stales and were beyond our control Such a view of the 
matta is not accepted m England Though disturbing factors cx 
istcd in other parts of the world the British are more conscious than 
we are of the sheet weight of the American economy and of the 
leading role pb)cd by it If our economy had been sound inicmatly. 
its triumphal progress in the first postwar decade might have been 
slowed down by unfortuiute events m other regions but it could 
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hardly havr suffered the disastrous collision which for a tune 
wtecled the whole machine There was something wrong wath the 
Steennggear 

\Vhalc\cr the causes of the great depression, it is ob\aous that the 
wwy in which the United States manages its economy must have a 
decisive effect on the prospcnty of any other nation which has deal 
mgs with it If we can contrive to remain prosperous, olheis will 
find It much crsiei to do so If on the other hand, we allow produc 
lion and employment to suffer a drastic decline, other nabons will 
almost certainly be affected adversely, no matter how sound and 
how well calculated then own economic policies may be Moreover, 
It ought to be possible for us to safeguard our economic actmty 
against any unfav orable inHuence which may ansc anywhere in the 
world, since the purchasing power of our own population and out 
own productive capacity arc so much greater than those of any re 
gion where unsettling madents may occur The Bnbsh feci that 
they arc competent to maintain high employment and avoid sharp 
fiucluations as far as their own internal economy is concerned If 
they only had the resources of the United States, they would believe 
themselves immune against external misfortune It is not unnatural 
for them to think that the chief danger to their economic stability 
m the future wall flow from the United States 
They regard out economy as one suffused wath energy, but subject 
to great variations and difficult to stabilize They suspect that wc 
shall not subject it to the conscious control that would be necessary 
to prevent booms and depressions They sense in this country no 
omw helming public sentiment for the public expenditure or type of 
fiscal control or the planning which they expect to employ in their 
Own economy m order to assure full employment and to mmimiie 
fiuct nations 

Even the Roosevelt Administration was not too sure of itself m 
internal ijfisbvar. i^nimg Gonigess. cw. HimOfL hot. 'ciimtcti 'itputi 
not to undentand an economic philosophy of this kind, and to 
wxcck its execution m general and m dcbil Traditionalism u strong 
among bankers and businessmen Vested interests Seeking their own 
advantage m subsidies and tariffs ate voluble Even many academic 
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economists are stlQ Imng m the fai:}laod of an automahcally sdf 
regnlatmg pn«te cntCTpnse 

After the last vrzr, business was dominant, and w c let things take 
their conne We had a sharp in&ation and dcfialion We insuted on 
paj-roent of debts whOc at the same time » c raised tariffs against 
imports We led world rccoseiy for a few j-ean by a boom m baOd- 
ing, automobiles, radio We did marsels in increasing productivity 
per labor hour We were, indeed, so proud of our economy that wo 
expected the boom to last fores er Instead of being prepared against 
its collapse, we let it merflow into fantastic speculabon 

The Bntnh, who shared man) of our illusions at the time, believe 
they have learned something from this cxpcnence They are not at 
all sure that wchaso done so Too many of the noises from this side 
of the Atlantic sound as if wc were now prepanng to accept a new 
version of Harding “normalcy” Scarcely a day goes by without a. 
declaration by some important person that governmental interven- 
tion must cease at the earliest possible moment and that we must 
rest our future m the hands of private enterprise under a regime of 
competition (which is far less prevalent now than it was in 1920). 

The figures show that the depression of the thirties wus both 
deeper and of longer duration in the United States than it was in 
other industrial countnes, with the possible exception of Germany 
This IS true whether the decline is measured by natiorul income or 
by indostnal production The curve traang the national income in 
the United States indicates that it never recoveicd to the 1929 level 
before the outbreak of the war The aggregate national income of 
elesen other countnes (United Kingdom Canada. Australia New 
Zealand, Denmark, Norway, Sweden, France, Ncthcrbnds, Cer 
man) and Japian) had rccosered to the 1929 Icsel by 1954, and in 
1937 was a; per cent abose it Industrial production in the United 
States got back to the 1929 level only in 1937, whereas in these 
eW-en other countnes it did so m 193; and thereafter rose abov< the 
peak of the previous boom 

Great Bntain was no exception among these other countnes. dif 
fenng from the general expenenee only in the fact that her slump 
was rebtrvely moderate The way m which Bnbm was affected by 
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Why Enta’n Fea*s Ar-^nca 

ccr dcsrtsnco, hrvTvcr, a fcv tlx fact tHat her ecve cf 

fctxs tade fcCcTFtd trcch ccrs cfasel? the catareal ccctne la 
fee Un-ted St 3 *’s 3 than tt tLd her cvn catcnal tncctne. Is Great 
Ectics, far instasce; crpo'ts were cct ncar’y a half a*" the bcttso 
c£ the dcptesnos, althcs^ the mhcnal tncnmc W3S reduced not 
KC’e than 1 j pc cent And Cfca. at the top cf the sefcrcqncnt re- 
ccvcTT n tg-p', Bntnh ecpcrts were csIt -c per cent of the tqzg 
Ic/dr whereas Erbsh natcnal raceme was lo pc: cen’’ above it The 
f^ergs trade cf the Uruted Stages, hewr/er £cctna‘-ed m a raccb 
dlc'er reiitccsfe p to ife catcnal tncGsrc; and the mrporty cf tha’ 
ceontrr fell and tete ts a!inc*-t ciactlv the same ratio as <Ld its in 
dnrtnal prodeefcen- F'^ni there facts it is mfer-ed that the experts 
cf the Entnh ax fa' irax dependent epos the state cf cccnoimc 
achr+T la the United Slaves than thev ax on the st3*^t of the British 
mtrmal eccrcmv I*- n alio mferxd that the depression was pn- 
ma-ilv an Amencan phc''OTncncn, c cn thoi^gh rt se-ex!v aSected 
the wdfax of other natsens 

It cay he ashed how it can he that Bntnh fonegn trade should 
depend so clc*elv cn Amencan prnspcr*T ta view cf the fact that the 
United States fccngV onlv ahoct 6 pc' cent cf Brtam s total exports. 
The reason » that the cornial conrse cf trade is not bSa^’cal 
hat £ows abon* m la'^^ a'clcs Even tn a sin^c citv, the dcp3**ircnt 
x*oxs seder when the fac*CTics lav o6 men. net because the factories 
hny anvthisg fxn the dcpa'trrer'*- stores bet becaese the faraihes 
who do bev fxm them ax dependent on the fac*cres for the inorev 
with whxh to tsaie then purchases Plermng, a B ntish pubLcatioo* 
deserbes tic process in ths wav *^Ial3v3, for instance; sells less 
tn In Arcenci, Brazil, fcs codec; in conseqnencc, Malava has less 
ta snead cn egaxt^es fxm Bntm, on petrol from the Dt.»ch East 
Iad.es» wiHc Brazil has less to spend cn iron and s*e£l from Bntan, 
on wica*' f-cta the Argentine- Ertaia, the Dtr*ch East Indars a^d 
tie Ar5entirc,m then turn, ha c less to spend on rmperts, and thus 
a viaoT3 Circle cf decLntng world denund a ersa^ed, carjsnag trade 
as a who’e ta centnet bv fa' roox than fre ircx redocticn m 
crpcTti. la rdaticn to on' need to expand exports aFcr the war, it 
fcHaws tha* the crncal factor rs the maintenance of fhB employ 
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ment or at least the a\-oidance of slumps, m the United States” 
In popular discussions of foreign trade, it is often assumed that a 
trading process is merely a struggle among the industrial nations to 
sec who can export the most to the rest of the world This assumes 
that what one of them gams another must lose It may therefore 
seem strange to assert that the chief requirement for an expansion 
of Bntish exports is prosperity m the United States Insofar as indi 
sadual business {oncems arc imohed, it may be true that what one 
loses another gams especially if the total of trade is stationary or 
shnnlcing But this idea of commerce completely ignores the fact 
that the best customers of the industnal nations are not the back 
w'ard raw matcnal producing regions, but one another Within a 
nation it is easy to see that prospenty is mdi\ isible Few people real 
i2c that in the penod between 1919 and 1939 the British Empire 
bought 41 per cent of all the exports from the United States and that 
more than 35 per cent of all imports into the United Sbtes came 
from the British Empire Within the Empire, the United Kingdom 
was second only to Canada as a customer of the United States 
Another widely held tlclusion chsely shn to the first, is that 
when a backward repon is industnalized it becomes a competitor of 
the more advanced nations and ceases to be a buy er Thu may be the 
case in a particular industry In general how ei er, the more produc* 
tnc a nation becomes and the higher its income the more it buys 
A sinking example is that of Canada Between 1900 and 1940, the 
gross s-alue of Canadian manufactures increased from $481 000,000 
to $4 329000000 In the same penod its imports from the United 
States not only did not decline but increased about sevenfold, or 
from S107000 000 to 5740 000 000 
As long as the channels of world trade are open therefore, any 
increase in prosperity an>-wberc farors the inaase of prospentv 
esenwhere Tins applies witli special force to the United States 
which by its sheer economic magnitude dominates the economy of 
the world There is nothing illopcal in the fact that the possible 
injuries which the Bntish leaders of economic thought fear from us 
ate identical w itli the chief injuncs which we may inSict upon our 
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Why Britain Fears America 

Let us now translate these fears into positise form WTiat rs it 
that the Bntish really want from us’ They do not want philanthtopy 
They do not even want loans if they can possibly avoid incumng 
them They do not expect Amencan businessmen out of generosity 
to efface themselves from world commerce in order that Bntain may 
survive They do not even want a reduction of exports from the 
United Stales m order that Bntish exports may replace them Their 
essential desires, upon the fulfilment of which everything else de- 
pends, are capable of being staled in two sentences 
First, it « necessary for the survival of Britain that we mamtam 
full employment in the Umfed States by distributing to our own 
people the highest level of Irving we axe capable of produang The 
implication of such action for foreign trade would be, not to restnet 
exports, but merely to mate sure that we recaved from the rest of 
the world as large a value of goods and services as w e shipped out It 
would prevent us from first giving away a substantial portion of our 
wealth because w c did not know how to distribute it at home, and 
then ruining both the bcneficiancs of our chanty and ourselves be 
cause wc could no longer find a way of continuing the gifts Alto- 
gether, this desire on the part of the Bntish docs not seem unreason 
able, nor docs it bode us any ill It could scarcely be opposed in the 
intcrat of the people of the United States Only those would op- 
pose it who do not wnh to take the measures necessary to bnng 
about full employment, or to effectuate a better distribution of the 
national income 

Second, it is necessary for Bnfem’s survn al that ^csh ould haying 
achieved full employment and a high standard of living maintain it 
steadily instead of aUovring employment and production to collapse, 
as they did m the penod bctvieen the wars This also could scarcely 
be described as a hostile intention Not mote than a tiny minonty 
of Amcncans would admit that they desired anything else Some 
thing more would be required on our part, how-cver, than vague 
good intentions if wc were to effectuate the aim We should have to 
j Ahfftgiht tVavc As* 

a different count from that w hich led us to disaster after the bst war 
Wc should have to plan and control our economy, dircctl) or m 
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direct'r, o rech a -wav that thr^ vrtrjd cot dntlop t>s d3*er ti c" j 
and faila’es eqtJib naa nhtch njtMtatV lead to slnnps %VIu!s 
ataort nsbod-. in ArrcrKa wantj a d'p'esron, tie*r s-rm to be 
rslatnelv fr*- Tibo ha^’c conSdente that th*> Iwra how a dqrrsnoa 
isav be aTO d-d o- who a-c wiHirg to soppcit the ireacs reerno- 
irerd-d to a-h-e-.c tbs end. 

^\'h3t wiD Entain do jf we do no* b> to gaa o- do rot snccetd kj 
gaming theic two goals wb*ch 3'e essential foi the solution of hex 
Lfe and-da‘h pxib’em’ The-e a’e some who beLese that she will do 
rolbmg bn* accept tbe fa*c imposed upon her br cs, beemse tbe-e 
IS nothing e5-ctne s''e can do Bet these pe ss mu sts a-e a the mi 
r'^*v Tht-c IS m EIe gland an nnpo-tanl bod. of m^onred opnnon 
whicb be! es-cs that an escape max be focni Mo-t B^tlsbe^ wonid 
no* choose this was if the-/ ccnld feel real conSderce that the Uai*ed 
Sta*e3 wnuJd sohe its own economic p-ob’em Tbev thinl that the 
100*0 fo- escape which tfccv see open a a dar g -'o ns and thScnlt one. 
and would be a fai less happy so’ctioa than that which weald be 
pTJssded bv a stab’- and p-nspcnjcs Amenca NesTith-^ess, Ihes a-r 
lesolsed to take it rath-t than nsk bc’ng snbircrged br another 
Ame-can dfp-esren Tbe rou*- m rjuestion a. in brief, to b«i!d a 
t-adrga ca capab’e of msubt -g itself from th- Ar-encan econ<my 
Tbe Bntch be! -se, w-*h som- reason, that if the-r eoan*iy had as 
b-r- resonr-es as c-th-r Rcssu or th- Un *ed Sta»es and we-e as 
rcatl. capab'-cf bemg cco-om caHy self -con tai-cd, they would not 
reed to far any d-p'e ss trg raEuerces from octside Unfo'^analely 
fo* them this a not the s tin‘ion of the Urj*ed Kingdom itself Bat 
rnanv o* them hope that an assomabon of like mi-d-d n3*ions, wi*’i 
the B’-*ish Ernp-c as its foand3*ion might be aa'ed which wxmld 
be apab^e of mai-ta -i-g full esrp’osir-nt and a reb'nelv h gh 
sta-da d of Lsr-g, tro ma*tei wha* bappe-ed in the Uni*cd States 
D scuss on of tbn project mast be reicned for a-o*^eT chap'er 
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CAN BRITAIN INSULATE 
HERSELF? 


If the United Kingdom is to be closclv associated With a world wide 
economy in which the United States will neccssanK plaj the most 
important role she w ill not be able to erpand her exports sufficiently 
to sustain her people at all to sa\ nothing of supporting a higher 
standard of life unless the United States maintains a high Icsel of 
economic actmt) and purchases frccK abroad Feat that the United 
States will not do so prompts important leaden of English thought 
fo sect a means of ptrrtccfurg- rtVerr nj^rom agijftsf tfte chances a( 
American misfortune In order to undentand the means suggested 
toachicscthiscnd it isnccessarj to know something about the thfr 
oi) of international trade and about its history dunng the past few 
decades 

The classical school of economics which ongmated m England 
and for many jears found its chief expression in Bnlish economic 
policy, held that there should be as few obstructions as possible in 
the way of trade Within a nation it was beliesed freedom for com 
pctitnc pniatc enterprise would permit an interplay of supply dc 
mand and price such that the use of the asaibble natural resources 
and labor power would be adjusted as closcU as possible to the de 
mands of consumcn If any article were scarce m relation to the dc 
mand its price would rise This would tend on the one hand to limit 
the use of the mote scanty resources and on the Other to stimulate 
businessmen to find ways of satisfying the demand If the qunntj,ty 
of an) article offered for sale exceeded tlie demand for it at the pnee 
set the puce would fall and the demand would thereby be in 

CTcascd Ifa surplus still remained at tlic lowest possible pnee Ihcat 

tcntion of producers would be directed to the output of other and 
less plentiful goods In this process of continual Adjustment those 
regions and those producers who were able to offer the belter prod 

ft7 ^ 
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ucts at the lower pnces would tend to survivCf and thus economic 
cfEciency would be piomolcd The net outcome wtjuld be that the 
consumers w’ould get as much of what they wanted, in the order of 
the relative intensity of tlieir wants, as the as-ailable resources and 
the productive effiacncy of industry would permit The producers, 
in turn, would each be working at the tasks for which they were 
best fitted and which w ould offer them the highest reward ' 

The theory held that the same pnnciplcs applied mlcmationally. 
The more nearly trade among nations could be conducted with the 
same freedom as within a nation, the larger its volume would be, 
and the greater would be the benefit to all It was erpcclcd that such 
a policy would promote the specialization of each region in the 
production of those things which it could make best and cheapest, 
and the exchange of these products for those of other regions which 
were better equipped to make other types of goods On this ground, 
protective tanffs were opposed, and for many years Bntam actually 
practiced an approximation to free trade She had an early lead in 
factoiy production, and developed her mechanical industry not only 
by satisfying the wants of the domestic population, but by selling 
her manufactured goods abroad and taking in exchange food that 
could be grown more cheaply elsewhere or raw materials that were 
not to be found within her borden So great was the demand for her 
products that she earned a surplus not expended for imports of 
goods, by means of which she accumulated great foreign invest 
ments 

Younger nations dcsmng to build up industry, like the United 
States and Germany, did not consistently follow the same policy 
Exen under a free trade system their manufactures probably would 
haxc grown, but they wished to hasten the process, and did so by 
enacting protective tanffs intended to rcscnc the home market for 
domestic producers TTic United States continued to export raw 
materials and food to England, but did not take in exchange neatly 
so many manufactured goods as would have been imported if there 
had been no tariff Protection naturally stimulated the growih of 
some industries which had such high costs of production that they 
could not haxe survixed m competition on a world market Out the 
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domestJC marict was so large that any possible inability to compete 
abroad was not greall) regretted 

For many ) cars before the First World War the United States ex 
ported a brger \3lue of goods than she imported, and the net bal 
ance of payments due her on foreign trade was employ ed to meet the 
charges on foreign investments of capital in this country, which 
ticicgrcatcr than Amencan mscstments abroad Thus there arose no 
important dulutbancc to the babnee of payments At the same time 
production and consumption were growing so rapidly throughout 
the world that the obstructions offered to international trade by the 
protective tariff systems of the United States and other nations did 
not scnousl) mterfere with Britain's ability to sell abroad 

International trade differs from trade within a nation not only 
because of the ability of national governments to obstruct it at their 
borders, but because each of the sev eral nations has its owm system 
of cuncncy A visitor from Chicago to New YorV may taVe his dol 
brs with him and buy whatever is for sale m New York without 
further ado A merchant in any one state may buy from a merchant 
in another without bothering to obtain a different kind of money 
from that which he normally uses But anyone m the United States 
who washes to buy m Engbnd must exchange his dolbrs for pounds 
This necessity offers no great difhcuUy when the exchange values of 
the vanous cuncncics do not change matenally from month to 
month and from year to year That was normally the condition be 
fore the Fust World War 

But there is no basic assurance that the exchange values of the 
several cuncncics will tcTTum stable As long as foreign exchange is 
not controlled and is dealt m on free markets, the pnee of any given 
Currency m terms of another vanes wnth demand and supply just as 
in any market If the people seeking to buy dolbrs want more dolbrs 
than arc offered for sale, the pnee of dolbrs will rise It will then 
take more sterling to buy a given number of dollars Under the gold 
standard, which prevailed generally before the First World War^ 
such pnee variations were small and quicklv checked Tim was be 
came the lahtation of each currency was fixed in terms of the 
precious metah and anyone could buy gold with his dolbrs or pounds 



70 America’s Stake m Britain’s Future 

if he wished to do so Therefore, if the pnce of dollars m pounds 
rose above their gold value, it became cheaper for a person who 
wished to exchange pounds for dollars to buy gold instead and pay 
his debts with that Thus exchanges fluctuated only within a nanow 
range dclcrmmed by the cost of shipping gold from one country to 
another 

Such a System could work, however, only so long as the excess of 
demand oier supply for any given cunency was not persistent and 
hrge The amount of gold itself was limited, and each nation needed 
to retain a certain minimum as a banking reserve against its ovmi 
currency and credit If a large outflow of gold should continue, 
there would come a time when gold shipments would have to be 
stopped Then there would be nothing to check the drop in ex 
change value of the currency as long as the demand for it in the 
exchange markets was less than the supply Tlicrefore, the stability 
of exchange values ultimately depended upon a babnee between 
supply and demand for the several currencies This m turn de- 
pended upon balanced international payments, for a nation which 
consistently sold more abroad than it bought, and did not use its 
excess of payments cither to pay foreign debts or to invest in other 
countries would soon create a demand for its cunency that was 
greater than the amount supplied by its outgoing pajTncnts 

During the First World War, all the nations concerned tempo- 
rarily suspended the gold standard and installed go\cmmcnl3l con 
trol of foreign exchange The tremendous shifts m ingoing and out 
going payments which the war occasioned would hase created chaos 
in the exchange values of currencies it Ihcv had not been arhilrarnr 
pegged After the war, all the important nations attempted to re 
store the former conditions bv returning to some form of the gold 
standard This was not easy to do because great price changes had 
occurred and the levels of prices in the various countries did not 
bear the same relationship to each other as formerly Tliat in itself 
tended to upset international balances of pay-ment, since the gold 
values of the respective currencies were not closely adjusted to the 
new pnce situation 

Another change eventually caused still more trouble Tlie United 
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States no longer a debtor nation Foreign jmestments m this 
country had been sharply reduced in order to make the necessary war 
purchases, and, m addition, the British and other gos'cmmcnts had 
borremed hcavilj here Nevertheless this country continued to sell 
snore goods abroad than it bought there We could no longer use 
the excess of payments on trade account to meet any net foreign 
indebtedness For a while the surplus was used to build up the 
foreign loans and investments made by Americans m other coun 
{ncs,and thus the balance of pajments nas precariously maintained 
\Vhen, however, the outgoing flow of investment began to drop 
sharply in igiS and when, in igig we also began to import a much 
smaller quantity of goods, the inevitable result was 3 severe shortage 
of dollars m the exchange markets 

A/tcr the first flight of capital from New York caused by the igig 
panic; the gold of the world began to dram into the United States 
This was the only way m which enough dolbn could be obtained 
by foreigners to meet their debt charges in this country and to buy 
from us what they needed Of course, most of the governmental war 
debts were forgotten and many others as well suffered default ft was 
not long before gold payments were stopped and nation after na 
tion went off the gold standard Exchange values then began to 
deprccute There is no stopping point to this process, however, since 
exchange depreciation can become competitive among nations, and 
any given relation between the V’alue of two currencies may thus be 
maintained, however low both of them may become m terms of 
gold The nations which suficred most severely— eilher than the 
United States— soon turned to other devices, which now began to 
be invented with great ingenuity Tlic use of the foreign exchange 
available for purchases abroad was placed under governmental con 
trob so that it could be allotted for the most necessary purposes Ef 
forts were made by use of barter agreements to get nd of embarrass 
mg surpluses of goods which could no longer be exported m ordinary 
trade Imports were jestneted by various new devices much more 
effective than protective tariffs, such as quotas applied to particular 
kinds of goods 

Devices of this sort were subsequently described as obstructions 
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to trade They were, indeed, departures from the prescnption of the 
free trade theory It must not be forgotten, howeser, that they vxte 
the effect of a rcstnction of trade which had quite different ongins 
They began as measures of last-ditch defense against profound dis- 
turbances proceeding from the United Stales Our production and 
our import and export pohacs had through a long course of jean 
become so adjusted as to maintain the surplus of exports — and the 
consequent excess of payments due on current transactions — appro- 
pnate to a debtor nation When we suddenly became a creditor wc 
did not alter our stmeture of production or our economic habits to 
6t the new situation We thought we had found a way out by in 
vesting the excess of payments abroad, but it became impossible to 
continue that form of relief At the same time w e greatly aggravated 
the situation by unwittingly allowing the collapse of our internal 
prosperity and thus rcstncting our purchases of foreign goods These 
were the basic causes of the world wide contraction of foreign trade 
The measures adopted by other countnes to defend themselves 
against the resulting rum were merely the effects of that contraction 
Whatever the obstructions erected against the flow of interna 
tional trade by these devices it is interesting to note that economic 
activitj in the world outside the United States experienced a spinted 
recovery, which by 1937 had carried it above the high point of 1929, 
whereas in the United States recovery was delajed and never at 
tamed the predcprcssion level before the onset of the Second World 
War This would suggest, not neccssanly that the bamers to trade 
were in themsehes a stimulus to recovery but rather that the chief 
causes of the slump were ccnlcrcd in this country 
Great Bntain was one of the two most important nations which 
employed foreign trade controls during the depression She did so 
with the aim of increasing her exports and thus relieving unemploy 
mcnl in her export industries She had recently abandoned free 
trade by enacting protcctne tanffi and had made an agreement 
among the memben of the Empire, known as the Ottawa Agree- 
ment, according to which they permitted trade with one another at 
lower duties than those charged against rutions outside the scheme 
This IS called the system of Impcrul Preference Dntain now pro- 



Can Brjtain Insulate HerselP 73 

cccdcd to negotate bilateral trade agreements wth nations outside 
the Empire -fthich w-ere dependent for a large share of their exports 
on Bntish markets These nations agreed to buy more from Bntain, 
in exchange for promises not to raise Bntish tanSs against them or 
to reduce quotas allow ed for their sales of goods m the United King 
dom 

Within 3 few jears after the signing of these agreements, exports 
from Britain to the nations in question — notably Argentina, Den 
mark, and the other Scandinavian and Baltic nations — inacased far 
more than their exports to Britain Impcna] Preference ererted pre^ 
cisclv the contrary effect Under it, Bntain imported more from the 
other parts of the Empire than she had previously done, but exported 
less to them At the same time, Bntam’s exports to the more impor 
tant lutions with which she had no trade agreements declined On 
the whole, these measures were a means of increasing trade some 
what among those who were parties to them, but not of enlarging 
world trade m general Indeed, it may be inferred that the improse- 
ment m Bntam*i foreign trade which occuned dunng this penod 
was more a consequence of her intcmal recovery than of the trade 
control measures 

Dntain employ ed still another device for protecting her economy 
dunng the j eats of depression and recovery She did not install ex 
change control, but made what were called clcanng agreements with 
those nations which did do so Under an agreement of this sort, 
British importers paid the money due to the exporters of the other 
nation into a speail cleanng account Bntish exparten to the same 
country were guaranteed payment of the sums due to them, out of 
this account Any remaining surplus was employ ed for payment of 
interest and pnnapal on old debts owed by the other nation This 
was not Only a device to nuke sure that the amounts due would be 
paid, as far as the amount of Bntish exports rendered payment pos- 
sible, but also to support the balance of payments so that there 
would he the least possible depressing effect on the exchange value 
of the pound 

Germany was the otha great mdiistnal nation which resorted to 
new foreign trade devices She had never been a convert to free trade 
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and had long had protective tariffs She now installed bilateral trade 
agreements import quotas, exchange control, and clearing agree* 
ments At the beginning, these were probably economic defensive 
measures adopted for (he same purposes as those which w’ere upper 
most m Bntain and other countnes Under Hitler, howeser they 
became instruments of political policy and an adjunct to the war 
economy Rearmament had already abolished any serious unemploy 
ment problem The Third Reich was concerned not w ith inacasing 
the volume of German exports to relieve unemploj-mcnt, but nther 
with obtaining the foreign goods which Germany needed It toot 
care to export those things which were of less value to the war econ* 
omy and to import goods in accordance with a schedule of war pnor 
itics At the same time, the trade controls were used to bnng info 
economic subjection nations which were strategically important to 
her war plans In addition Germany pushed the exports of those 
goods which she needed least b> a S)-3tcm of export subsidies in- 
tended to w calcMi the trade of her chief competitors 
Bntish commentators now point out that, while the wailiVe pur 
pose of Germany s foreign trade policy was unjustihable and its 
more extreme measures could not have been continued for long if 
peace had endured the only sensible motive for foreign trade in the 
case of any nation even the most pacific, is to get what it needs from 
abroad with the least expenditure of goods shipped out No nation 
IS in a position to carry out this policy successfully unless like prewar 
Germany it is already enjoying relatively full employment 

In 1 Q 34 when the Roosevelt Administration wax still young. 
Cordell Hull as Secretary of State inaugurated a foreign trade pol- 
icy which not only reversed the previous protectionist tendency of 
the United States but was pointed in a direction quite different 
from that of Britain Germany and most of the rest of the world 
He was a believer m the classical theor) of free trade and wished to 
encourage its practice as rapidly as political opposition would pet 
mit His instrument was the reciprocal trade agreement Instead of 
asking Congress to enact a new tariff law reducing import duties at 
had been the habit of the Democratic Part), he asked for a law 
which would in effect delegate the tariff making power to hu Dc- 
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partincnt Tlie in question u-as passed It permitted the State 
Dqiaitjnent to negotiate agicements country by country, under 
which Amcncan duties could be lowered aj much as 50 per cent 
below the rusting rates m return for concessions by the other party 
Tins was a means of removing the tanfi from the influence of special 
interests which alwa)s had exercised political pressure on Congress 
It was also a means of reducing import duties charged by other coun 
tncs trade agreement signed w-as automatically cactended by 
the signatones to other nations which granted them as favorable 
tanff treatment as was received bv the most fav-ored nation” 
Against exclusive or discnmmatory trade practices Secretary Hull 
never ceased to wage war 

Trade agreements were made by the United States with nineteen 
nations before the Second World War Import duties were reduced 
on over a thousand separate items, and reductions were subslantral 
in most cases Tins however, left untouched nearly two-thirds of 
the items covered by the protective tanff law of the United States 
Tlie most favtJrcd nation plan was less effective in practice than m 
theory, because many of the reductions made were on goods impor 
tanl as exports only to one of the bargaining counlnes The policy 
was more successful m increasing exports from the United States 
than in increasing imports to it Indeed, while Amcncan exports to 
trade agreement countries rose almost twice as much as exports to 
countries with which no agreements were made, the imports from 
trade agreement countries actually increased less than the imports 
from those which had negotiated no agreements The practical effect 
of the policy m increasing exports from the United States to the 
nations with which agiccmcnts were mad^ was almost identical 
with the effect of the bilateral trade bargains made by Bnlam 
Nor was the Hull policv any more successful than the so-callcd 
restrictive practices of other nations in enlarging world trade as a 
whole Such general increase of trade as occurred dunng the penod 
wasprobabh little more stimulated b;t the free trade /vnUryf IJvao b/ 
its opposite In both cases the principal cause of expansion was 
undoubtediv tlic internal recovery laling place within the several 
nation j Tlie bg of international trade behind the nsc of world pro- 
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duction up to 1936 may perhaps be attn'buted to the growih of 
economic nationalism in this penod, but, in spite of any such effect, 
the lag had been considerably diminished by 193S ivithout any 
change of importance in the nationalistic tendency. 

Another development of the intcrwar penod, which continued 
dunng the Second World War and is likely to persist in the future, 
IS the sterling area This consists of rnemben of the Bntish Empire 
and of some nations outside it which, m the effort to regain and 
protect stability of exchange \alues, linked their currencies with the 
pound The nations concerned had long been closely connected with 
England by international trade and banking practices, and it was 
natural that the exchange values of their cunencies should tend to 
nsc and fall with that of sterling This now became a conscious pol- 
icy earned out by the several governments Its advantages were first, 
that It removed the uncertainties of fluctuating exchanges as a bar- 
ncr to trade withm the area, and second, that it enabled all the 
participants better to safeguard thcir currencies against pressures 
from the outside than any one of them could have done alone 

The danger of competitive exchange deprecution between the 
sterling area and those nations whose cunencies were more de- 
pendent on the dollar was eventually removed by a tnpartitc ex- 
change stabilization agreement among Great Bntain, France, and 
the United States Under this agreement the exchange values of the 
three chief currencies were held at an agreed point by the use of 
stabilization funds to buy and sell m the exchange markets One of 
the pnncipal reasons for the establishment of this agreement was the 
fact that exchange fluctuations in response to vanalions m regular 
trade and financial transactions were being exaggerated by specula- 
tors and flights of capital It was strongly suspected that attacks on 
the currencies of particubr countnes were also being made for polit- 
ical reasons 

The government of the United States has been proposing that 
after this war all nations abandon the discnmmatory and restrictive 
trade controls which grew up before if, and unite in working toward 
the multibteral free trade which Britain had practiced in former 
yean and which Secretary Hull’s policy sought Many leading 
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Amencan bminess rateiests, no longer afraid of foreign competition 
and wishing to enlarge exports, now support tins policy Amencan 
agncnltnre as a whole has histoncally favored it and still does so, 
with the exception of speaal mterest groups such as the growers of 
sugar hects 

Opinion in England, however, is sharply divided on the suhiecti 
Some few st33 maintain the classical position wathont substantial 
modification At the other extreme there is an influential body of 
Opinion wbich has rejected laissez fane as a domestic policy and re 
gards the planning of international trade as an essential concomitant 
of a planned economy at home. Such planrung could not be exe- 
cuted, it 13 beheved, wathout the nse of measures which would be 
called discnminatory by those who follow Mr Hull Between these 
two extremes is a third group, prohahly mote influential than either, 
who believe that free multilateral trade would he desuable as a 
means of permitting the highest possible eSciency and standards of 
living, hut do not regard it as any insurance that trade will actually 
expand Multilateial trade emenng the entire world would, they 
thmlc, he less desirable, if it were subject to the restnebve mfluenccs 
of a depression m the United States than would a more limited area 
which could maintam its owm economic activity while exdadmg, 
wholly or partially, the influence of the Amencan economy 
Those who believe that freedom of trade offers no guarantee 
against depression point out that the United States itself was not 
between the wars so dependent on exports and imports as to be 
thrust into a deep depression by any slump in the ahihty of other 
nations to buy from it The depression of the thirties arose m the 
United States mainly from internal sources Withm the vast trading 
area of this country there are no problems of fluctuating exchanges 
because It enjoj-s a single monetaiy system There are no protective 
tanffs along state boundanes and no bilateral trade agreements be 
tween states Other ohstmetions to the flow of goods and payments 
arc rclahv elv few "i et the United States dunng that decade suffered 
a worse depression than any other nahon jn the world This depres- 
sion was not caused by trade bamers 
The Imd of instrumentality available to msulale a limited trading 
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area against possible Amencan depression is already at hand in the 
controls im ented before the and perfected dunng it for n-ar 
purposes For instance, exchange control could be emploscd to allot 
iheamount of foreign currencies aiaibblc to the sterling area for the 
most nccessat} purchases of goods outside it The allotment would 
presumably be made according to a pnont) list m harmonj with the 
domestic planning of the vstions in the area Price fluctuations out 
side the area which diminished the salcabihtj of exports originating 
within it, because of the competition of depressed foreign industnes 
could be counteracted by export subsidies 

Nations within the area could partial!) stabilize the factor which 
fluctuates more than any other in a highly induslnalixcd economy, 
that IS the manufacture and sale of capital goods by making long- 
term sales agreements for such goods with countries wishing to in 
dustnalizc TTic prices of these goods could be stabilized at the same 
time by being fixed in the agreements Countries that depend 
mainly on the export of raw materials could stabil ze the mailcls 
and pnees for these products bj making long tenn sales agreements 
for them with countnes which would be cag« to import them 
Excliangc clcanng agreements could assure p3)Tncnt between coun 
tnes haring long term sales agreements Presumably the countries 
within the area would borrow as little as possible from those outside 
it but rather would seek to provide their own longterm capital 
Thus the) would not become dependent on any flow of foreign 
investments from the United States which might suddenly be 
cut oS 

The nucleus of a group of nations which might unite on polioes 
of this kind already exists in the Bntish Empire and the sterling 
area It is hoped that France, Belgium the Netherlands and other 
W cslem Eunapean countries would affiliate with it since they have 
politically a leftward tendency are almost certain to engage m a 
high degree of pbnnmg of their internal economics and will be at 
least as desirous as Dntain of maintaining full emplo)'ment at home 
Not all the maikets and resources needed by the nations concerned 
would exist within the area Nev crthcless, it is expected that nations 
outsideit, like Argentina, which IS both an important source of food 



Can Bntain Insulate HerselP 79 

p*odtt ts and a Litge mart-t for nunofictaed goods coold be 
pnuaded to male the nccessan ag’nnents «ith m sp?e of anr 
compc*itne economic p'^sore ereited bv the Umted States* be- 
caosc matw of the couches mthm the area are eager to bin Argea- 
tme goods, nher-as the United States excludes Aigeatise beef and 
IS a competitor for Argentine gram It is thousht that Argenlma 
•would rather accept Bn^«h manufactures m cschan':e for her ex 
ported crops than Amertcan manufactures m CKchaiige for loans 
which Argentina probablv could not repay 

It wnold be cssentat of cou'se that each membe^ of this trad* 
assocntion of lutions adop*- the same general monetarv and Escal 
pohacs and th* sam* pnee pohaes In particulat thes would all 
ha>e to cndeaTOT to mantam full emploii-mcat bv an effort to 
sustain and expand mtemal purchasing power m the maor bv 
babnemg savings with investment But such an a’ f ge m ent would 
rot s*cm dtffcult to achtci^ Sem** at l*ast of the Butish Etemm- 
lons are more bent upon a course of this bud than even Bntam 
herself The European natrons that have been ravaged bv war w31 
be as Ulely as Bn*aia tn resort to brge public espenditu’es for re- 
construction and in consequence to incur httle danger unemplov 
ment at least for a good nunv years to come 
The tendency of Europe m this direction mav be mdicated bv the 
conclusions of the Economic Postwar Fbnnmg CommisS’Qn of 
Sweden Th-s Comnuss’on is partlv govemmcnhil in compcsilion 
but also represents emploveis and bbor Chambers of Corrun*rce;. 
thecooperatrvr movement agnculture, and export mdustnes. It has 
a competent expert staff \\'h3e Sweden prefers free mterruttcml 
tradeand does not wash to engage in competitive ct-han'e d'*prccr 2 
tion, she is committed to a full emplovm'*nt policy at home and the 
stabilcation of mve3*m*nt She would be p'*pated to project her 
in»ctrul s^baitv against either inEation or dt6a»ion ansmg from 
abroad It would therefor be logical fo* her to associate her policies 
wi*h these of o‘het IBie-mind-d nations if she fd^ an imnuncnl 
dinger from a depress on m the Umred Stales. 

To tbe charge that a pbn of this bnd mv elves the use o^ the same 
instruments of economic control developed bv the b»arts in prewar 



82 


America s Stake in Britain's Future 


Some of the keenest thinken in Bntam are therefore inclined to 
be pessimistic about the future They are morally certain that there 
will be another depression in the United States They would like to 
insulate the Bntish economy against it if that were possible, and 
would have no objection to the proposal of a limited full-emploj'> 
ment trading area if they thought it would work They despair, how- 
ever, of the consequences of trade warfare against a nation with the 
huge economic bulk of the United States, with its capacity for mass 
production and w ith its great capital resources The) do not forget 
that the most important sector of world trade is that between the 
United States and the Bntish Empire A mere reduction in the 
Amencan market for British Empire goods would be estrcmcly 
damaging to the welfare of any full-employment area, in spite of all 
possible insulating devices In particular, the close dependence of 
Canada on the American economy would embarrass the policy of 
any economic association of nations which excluded the United 
States They see no real hope except m the possible development of 
stabilized full employment in this country 
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I N order to understand the attitude of Englishmen to’n’ard inter 
national economic policy, it is necessary to know something about 
the kind of society they expect to create for themselics Ideas about 
international trade and finance are frequently expressed as if they 
were abstractions denvcd from study of policies that would be desir 
able for all the peoples of the world regarded as a single amt, but 
such ideas seldom govern the action of individual nations unless 
they harmonize with what these nations conceive to be in their own 
interest Moreover, in democratic countnes,especially, no foreign 
policy can be long or effectively pursued unless it can be stated m 
terms that will mean something to the majonty of the people And 
the majonty of the people, being concerned mainly about matters 
that appear to affect their personal lives, naturally think more about 
domestic affairs than they do about world organization This is as 
true m Bntam as it u m the United States The postwar intenia 
tional economic policy in Great Bntam will be determined by con 
sidcrations arising out of the program of the British for the improve 
ment of life withm the United Kingdom Before considenng 
specific areas of Anglo-Amencan controversy, therefore, let us 
survey the Bntish domestic plans 
These plans are of considerable interest m themselves It has 
often been said that the economic and social deselopment of Great 
Bntam, which is the older of the two great democratic mdostrial 
nations in the Western world, forecasts the course which the 
Sisics is A3.eiy iSrJe" s ivaJnr or mvmr yearr ibiter This 
maxim is no more precisely or universally tnie than most popular 
observations, and yet there is enough truth m it so that we ate en 
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titled to look with considerable interest on the deiclopment of 
British society 

C\en if we expected never to punuc a roughly similar course, we 
should nescrthclcss be alert to a deielopmcnt which has a close 
beanng on one of the most important social control crsies of our 
time Eier since the great depression there has been an important 
school of opinion in the United States which favors the extension of 
governmental activity to enhance social welfare and to assist in 
guiding the total economy for the sake of larger and more steady 
cmplojmcnt and production The intellectual opposition to this 
school comes mainly from those who argue that an increase of state 
intervention and national economic planning endangers democratic 
freedom In the United Kingdom the scales have been weighted 
heavily in the direction of social planning Almost everybody be* 
licvcs that its extension is inevitable, whether or not it would be 
abstractly desirable We may therefore profit by a brief survey of 
the kind of planning in which the British are engaged 

The news of it which has come to us from time to time m separate 
books, reports, or cable dispatches may have left an inadequate im 
picssion of its extent Outside of periods of stnclly war economy, no 
other nation of the first rank has previously embarked upon so ex 
tensive a program of national planning without at the same time 
dcclanng in favor of the principle of dictatorship, at least for the 
time being We are accustomed to regarding both the Soviet Union 
and Hitler s Third Reich as examples simultaneously of totalitarian 
states and of pervasive economic planning Yet here is Britain cn 
gaged in a sweeping program for a planned economy without even 
considering the possibility of abandoning its long established 
political democracy or its traditions of personal freedom Britain 
may turn out to be an important test case in the argument betwren 
those who say we an have both planning and democracy and those 
whosay weannot , 

Wlien this book was written, much of the postwar pbnning was 
merely on paper rather than actually on the statute books and in the 
process of administration The question may be raised how senously 
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one must taVc the prospect that it will actually be earned out m any 
thing like the projected form 

There is no doubt that m the early years of the war, a majonty of 
the Bntish public and then intellectual leaders were seriously 
resolved that something of the sort must be done They were 
chagrined by the unprepaiedness of their government and their 
society for the peril which had overtaken them, and were resolved 
that they must pull themselves together and modernize every aspect 
of thcir life Old shibboleths of cv'cry bnd almost automatically be 
came subject to cnticism At a later stage doubts began to creep ip 
Political cntjcs on the left questioned whether Conservative states- 
men, who for the most part controlled the government, really 
meant what they said The long delay in acting on the Bevendge 
Report on Social Insurance intensified this feeling War weariness 
and frustration brought a good deal of skepticism to the rank and 
file of the army and of the civilian population 
Nevcithcless, these doubts concerned not so much the validity of 
the kind of program suggested as the willingness of those in power 
to cany it out Few questioned that the voters would insistently 
demand the achievement of such goals as broadened social sccunly, 
the most rapid possible development of public housing, and the 
abolition of any considerable degree of unemployment If one set of 
politicians docs not achieve these goals, another set which seems 
more Iftely to achieve them wall be placed m power This temper 
exerted great influence m the 19^5 election, which bestowed power 
on the Labour Party The hard necessities of Bntain’s economic 
situation will reinforce the demand for planning There is no con 
fidence m any important section of the population that it will be 
possible for Bntam to survive without drastic changes in the man 
ner of managing its economic life 
The concept of this new Britain is not stated cither in empty 
slogans or m utopian generalities A few still cling to the idea that 
welfare will automatically be served if obstructions are removed 
from the operation of a theoretically self balancing sy’stcm of private 
enterpnse A few at the other extreme expect no important gam 
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without some sort of universal revolution But these static views do 
not influence either the general public or those wth responsibility 
in government and industry Rather, they ask what it u m particular 
that they want to achieve, and what is the best way to achieve it, 
given the araimstanccs Once the details of the separate programs 
arc sketched in, it is possible to ask how they will fit together and 
what they will mean for the economy as a whole Let us ihciefore 
summarize (with extreme brevity) the chief proposals 

SOCIAL SLCUnriY 

The attention of the world was first called to Bntish rcconstruc* 
tion plans by the official report on ‘ Social Insurance and Allied 
Services' by Sit William Bevendge The international sensation 
created by this report cannot be attnliutcd to any novelty in {he 
concept of social scainty which has been expressed in legislation in 
almost all democratic nations Preparation and publication of the 
report was a dramatic event in itself because it was issued in 1941 at 
a time when it was still far from certain that the Axis might not be 
victonous and when BnUm was concentrating every available effort 
on prosecution of the war Sir William himself answered the objec- 
tion that the trmc was inappropriate in the following w-ords 'This 
docs not alter three facts that the purpose of victoiy is to live into a 
better world than the old world that each individual citizen 1$ more 
likely to concentrate upon his war effort if he feels that his Govern 
ment will be ready m time with plans for that better world, that, if 
these plans arc to be ready m time, they must be made now " 

Attention was also attracted by the fact that this scheme lor com- 
pulsory national insurance was a universal one covering cveiybody in 
the nation without exception, and insunng against all the major 
economic risks of modem society The idea that it aimed to com 
pensate for all misfortunes from the cradle to the grave not only 
inspired the approval of many but also caused conseTvatnes to ob- 
ject on the ground that it was a form of benevolent paternalism 
which would undermine individual responsibility A cnidc slogan 
of this kind somewhat obscured the real origin and nature of the 
plan 
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In the fint place, ^^•e must temcmbci that socnl insurance of 
numerous kinds is an old story in England Workmen’s compcnsa 
tion was maugurated in 1S97 and n-as made general m 1906 Old age 
pensions on a limited basis were first established in 1908 Com 
pulsoi) health insurance began under Uoid George in 191a, and 
untinpIo)Tncnt insurance co\cnng a few mdustnes w-as adopted m 
the same >car The latter measure was made general in 1910 and was 
Ihoroughl) re\-iscd vn 19^4 Special ptOMsion had been made for 
specific U pcs of disability such as blindness There \\’as also a large 
des-clopmcnt of \-olunlary cooperatnt insurance against death and 
other conlmgennes For 3 long time, the need had been recognized 
to coordinate these «nous insurance schemes and unifj their 
administration 

A given person might be paving contHTiutions into a half dozen 
different funds, and he had to deal with different offices and 
authonties whenever new contingencies arose If a man wath a wife 
and tw-o children became uncmplojed, he received 38 shillings per 
week If, while uncmplojed he was so unfortunate as to become ill, 
he was transfened from the uncmplojinent benefit to the sickness 
benefit, and his wecklj receipts fell to iS shillings A boj of 17, on 
the other hand, was entitled to an uncroplojincnt benefit of 9 
shillings but could get 3 shillings more if he fell ill while nnem 
plojcd Such absurdities were of coune unintended, and arose 
merely from the lack of a comprehensiv'c plan In addition, many 
pcisons were left out cntirelj, though their deserts and their needs 
were as great as those of the persons eligible for insurance Also, the 
duplication of offices and records involv’cd unneccssarj admmistra 
live expense The gov’Cmmcnt wisely decided not onlj to put an end 
to such anomalies, but to emploj the occasion for devising a fresh 
scheme m which the problem was regarded as a whole ‘Now,*’ 
waotc Sir William ‘ when war is abolishing landmarks of every kind, 
IS the opportunity for using expcncncc m a clear field A revolu- 
tionary moment m the world s history is a lime for revolution, not 
for patching ” 

Second, it is necessary to understand that, while the plan is 
universal in its coverage, it docs not abandon the pnnciplcs common 
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to all insurance, that the beneficiary should contribute to a fund 
from which the benefits are paid, and that the benefits need not 
compensate for the total losses incuned by the individual 'The 
state in organizing secunty should not stifle incentive, opportunity, 
Tcsponsibilit)’; m establishing a national minimum, it should leave 
room and encouragement for voluntary action by each individual 
to pronde more than that minimum for himself and his family " 
The social aspect of the plan, on the other hand, involves a rccogni 
tion that it IS m the interest of all the citizens and of the community 
considered as a unit that everyone should hav c a minimum of pro- 
tection and should contnbutc no more than may be reasonably ex 
peeled of him, even if that docs not cover the full cost Thus, con- 
tributions arc vaned according to the status of the insured and are 
supplemented wherever necessary by public funds ulbmately de- 
pendent upon taxation graduated accordmg to ability to pay 
Finally the report recognized that social insurance could be only 
a part of a general program of postwar reconstmebon It was not in 
itself a panacea, but was rather a last line of defense against the 
more extreme cases of want A plan of this sort could do little to in 
crease the aggregate national income, it was pnmarily “a method of 
rcdistnbuting income, so as to put the first and most urgent needs 
fint, so as to make the best possible use of whatever resources arc 
available That is worth doing even if the resources as a whole are in 
sufficient for the standard of life that is desired ” But the Report rt 
phcitly assumed that there would be other measures which would 
materially reduce the need for resort to insurance Tlius, there 
would be a program to lessen the amount of disease, another pro- 
gram to enhance the nation s capacity to produce through better 
education, and a third program to tnmimfze the amount of unero 
plo)-mcnl and so at once to increase the total income to be shared 
and to reduce the insurance burdens that would be pbced upon it 
In preparing the new plan the Committee reviewed not only the 
inconsistencies of the old ones, but the extent to which existing in 
surance failed to meet obvious needs It consulted scientific social 
survej's made in a number of the principal cities, which revealed the 
.perccntajrc of thc.Dooulation hv in^ below a subsistence lev cl and the 
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causes of the deSaency Two major conclusions emerged Of all 
those persons shown to be in v.'ani, from three quarters to five sixths 
were suffenng from loss of earning power The deficiency in the re- 
mainder of the cases arose from the fact that the income available to 
the family unit was not adjusted to its size From these observations, 
the Committee drew the appropnate inferences First, the level of 
benefits must be raised to a point where they would provide a 
minimum of subsistence to those who could not obtain emplo>’ment 
or were, for any reason, incapacitated for it Second, there must be 
family allowances for all, whether at work or not, m order to aug 
ment the income according to the number of children 

The next question was whether benefits of the necessary amount 
could m fact, be paid The same social surveys mdiuted clearly that 
the desired results could be achieved merely by a redistribution of 
income among the wage earning people themselves, even without 
tapping the surplus of the rich While in each city many were be- 
low the minimum of subsistence, those families who enjoved in 
comes above this level were far more numerous, and large percent- 
ages of them earned substantially more than was necessary to main- 
tain life Thus, it would have been possible to bnng those who suf- 
fered actual want up to the minimum by a redistnbution of 
woikers' income which would have made scarcely noticeable in 
roads on the eammgs of those who were more highly paid The 
Committee, by citing these facts, did not intend to imply that the 
nation should be content merely to redistribute the prewar total of 
income without making any attempt to increase it, or that nonwage 
earners should not be called upon to pay their just share of the 
insurance burden 

The Coalition government, in which the Conservatives were 
dominant, was m no hurry to act upon the report of the Beveridge 
Committee, but finally, some three years later, it adopted the rec 
ommcndations with minor modifications in a White Paper sub- 
mitted by the Minister of Reconstruction For insurance puijjoses 
the population is divided into the following all inclusive classes 

Class I Employees 

Class n Othen gainfully occupied 
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Class III Housenivcs 

Class IV Other persons of working age not gainfully occupied 
Class V Children below working age 
Class VI Penons retired and above working age 
The benefits include unemployment insurance retirement pen 
sions maternity grants family allowances for all children after the 
first sickness and invalid ty insurance benefits for widows and 
death grants 

Unemployment insurance is restricted to Class I and sickness 
benefits to Cbsscs 1 and II Everyone will be entitled to retirement 
pensions without any means test upon reaching retirement age 
Croup 111 or housewives who are not gainfully employed will not 
receive sickness insurance but if a woman s husband is sick or tin 
employed the benefit will be substantially increased if the wife also 
falls ill Any woman who bears a child will receive an outright grant 
plus a weekly benefit for 1 3 weeks provided she is employ cd Even if 
she IS not employed she will receive a weekly allowance for four 
weeks after confinement to pay for domestic help All these benefits 
will be available to unmamed mothers if they have made the ncces- 
saiy contributions Class V or children below worbng age will be 
accounted for by the provuion of hot school lunches for all chil 
dren family allowances and orphan allowances Unemployment 
benefits do not continue indefinitely but will cease after thirty 
weeks of continuous unemployment There will however be al 
lowanccs for persons who accept training for [obs in industnei 
where openings may be available Anyone who contnliutcs for one 
or more of the forms of insurance will make his contributions in the 
form of a single weekly payment The admmutration will be 
unified 

Assuming as a maximum an average unemployment of 8 5 per 
cent It IS estimated that the cost of the whole insurance plan will 
rise from 6 jO 000 000 pounds m the first year to 831 000 000 pounds 
after thirty years In the first year approximately 5^ per cent of the 
cost will fall upon the Treasury or local taxes the rest being met by 
contributions and interest In the last year the share of publ c funds 
in bcanng the cost will nsc to approximately two- thirds Beveridge 
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hopes to reduce the-nabonal a\ erage of unemplojinent to 3 per cent 
of the \\orfang force Economists m the government are not so hope- 
ful, but expect to be able to produce a result somewhat better than 
the figures which served as a basis for the actuarial calculations 

TIIE NATIO’?AI, HEALTH 

Great Britain not only intends to compensate every’One who is 
sict for some of the loss of earning power caused by his illness, but 
also to see that he gets the nght Vmd of medical care, entirely free 
of pa)Tnent More than that, the plan is to reduce the total of sick- 
ness and improve the health of those who do not actually become ill 

For many years, Bntam has practiced health insurance, which 
made it possible for most of those working for wages and salaries m 
the lower brackets to consult general practitioners without paying a 
fee Under this system, supplemented by hospitals, clmics, and 
pobhe health services 0/ the type famrhar la the l/nifcd States, the 
health record of the population has been improved, and the 
advances of medical science and art have been enabled to make a 
contribution which otherwise might hav e been denied to many with 
inadequate means TTiis system, however, left much to be desired It 
did not extend to the wives, children, and other dependents of the 
insured persons It did not decrease the financial burden of medical 
care on those whose incomes were above the insurance limit, but 
were still inadequate to meet the heavy costs of critical or prolonged 
illness It provided no assurance that a patient in need of the services 
of a specialist or of hospital treatment could obtain it Altogether, 
about half the population was not covered by health insurance. 
Doctors serving on the insurance panels, paid on a capitation basis, 
frequently had more ptieiits than they could treat cffectnely Since 
it was possible for a doctor to make more money by treatment of 
patients who could afford to pay fees, there was a tendency for the 
more skillful members of the profession, or at least for those who 
enjoyed the higher reputations, to become unavailable to the m- 
stifwi section of the population This tendency would have existed 
even if there had been no health insurance, but the pbn did little to 
correct jt • 



92 America’s Stake m Britain’s Future 

There was discussion of the need for improsing this situation 
even before the war, and the discussion was intensiHed after 1939 
\Vhfle proposals differed, there came to be general agreement that 
the government must take the lead in mabng possible a thoroughgo- 
ing reorganization It did so by undertaking a study which, while 
attempting to profit from past erpenencc rather than discarding it, 
adopted the same fresh approach which is chanjctcnstic of the plan 
for social secunty The result was a White Paper proposing the 
establishment of a National Health Service, the objects 6f which 
should be 

“(1) To ensure that everybody m the country — irrespective of 
means, age, sex or occupation — shall have equal opportunity to 
benefit from the best and most up-to-date medical and allied 
services available 

' (2) To provide, therefore, for all who want it, a comprehensive 
service covering every branch of medical and allied activity, from the 
care of minor ailments to major medicine and surgerj”; to include 
the care of mental as well as physical health, and all specialist 
services, c g for tuberculosis cancer, infectious diseases, maternity, 
fracture and orthopaedic treatment, and others, to include all 
normal general services, e g the family doctor, midwife and nurse, 
the care of the teeth and of the ejes, the day to-day care of the child, 
and to include all necessary drugs and a wide range of appliances 

' (3) To divorce the care of health from questions of pcnonal 
means or other factors irrelevant to it, to provide the service free of 
charge (apart from certain possible charges m respect of appliances) 
and to encourage a new attitude to health — the easier obtaining of 
advice early, the promotion of good health rather than only the 
treatment of bad ” 

One of the most striking changes from the old altitude, embodied 
m this plan is its emphasis on prevention rather than cure On tins 
point, the Report states Personal health still tends to be regarded 
as something to be treated when at fault, or perhaps to be presened 
from getting at fault, but seldom as something to be positively im 
proved and promoted and made full and robust Much of present 
custom and habit still centres on the idea that the doctor and the 
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hospital and the clinic aie the means of mending ill health rather 
than maeasing good health and the sense of well being While the 
health standards of the people have enormously improved and 
while there are gratifying reductions in the ravages of preventable 
disease the plain fact remains that there are many men and women 
and children who could be and ought to be enjoying a sense of 
health and physical well being which they do not m fact enjoy 
There is much sub-normal health still which need not be, with a 
corresponding cost in efficiency and personal happiness 
Another advance which hlce the preceding has received a power 
ful stimulus from the more progressive members of the medical 
profession, is the attention the Report devotes to improving the 
quality of medical care as well as to increasing its availability Too 
often the layman regards medical care as a standardized commoditv, 
and thinks of the problem of making it available to the population 
mainly as an economic one, that is, of making sure that everyone 
shall be able to pay a doctor through insura nee or otherwise Equally 
important, however, is the need for making sure that doctors are 
well trained and that once they begin to practice they have access 
to the latest discovenes of medical science and are enabled to cany 
on their work under conditions which will enable their patients to 
obtain the best that medicine has to offer This involves many re 
quirements, among which are standardization on a high level of 
medical schools, hospitals, and dimes, and doser connections be- 
tween the general practitioner on the one hand, and specialists in 
stutions for medical education, and hospitals on the other Char 
actenshc of the more modern medical attitude embodied m the 
• report is the statement that “The aim must be to reduce the distinc 
tions drawn between mental ill health and physical ill health ” 

An extensive reorganization and coordination of medical services 
will be required to approach the goals in view It is recognized that 
they cannot all be reached wilhin a short period The detailed 
nature of the reorganization is a matter of debate It will undoobt 
cdly involve, however, regional supervision of all medical facilities 
within a given area m order to make fure they are adequate in 
quantity and quality and have the proper relationship with one an 
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other There is also a good deal of opinion in faior of creating a net 
work of local health centers in which group practice will be the rule 
The Report proposes that doctors attached to these health centers 
be remunerated by salanes rather than by fees according to the 
number of patients which they treat If the government plan pre- 
vails however group practice will abo be retained on the capitation 
basis It IS the intention to preserve free choice of doctor within 
practicable limits and to allow private practice insofar as it maybe 
preferred to the public sjstcm Naturally, much attention will be 
paid to the proper distnbution of doctors and other medical 
facilities It is suggested that the number of patients per doctor be 
limited including those patients able to command pnvate practice 
It IS also suggested that young doctors be required to undergo an 
apprenticeship before setting up practice for themselves and to do 
so if possible in public health centers 
Bntish doctors and their official organization the British Medical 
Association have long accepted health insurance and would not 
think of trying to return to a regime of wholly pnvate practice 
Many individual phy stcia ns would favor going e\ en further than the 
proposals of the government The B M A however like all pro- 
fessional associations has vested interests to protect and is cautious 
about accepting radically new measures Like organized mcdiane in 
the United States it wants to safeguard the personal relationship 
between physician and patient and is particularly fearful of control 
of medical service by laymen especially when exercised through the 
state which it fears will be bureaucratic m its methods As in the 
United States the attitude of organized medicine is largely colored 
by the point of view of the more successful practitioners whose in 
comes arc derived mainly from private practice 
Tlic report has attempted to conciliate tins point of view m 
numerous wajs It points out tliat under the new system people will 
be free either to use or not to use the new services as they wish and 
there w ill be no compulsion for doctors to be a part of it There w ill 
be no interference with existing freedom of choice in selecting a 
doctor Plij-sieuns arc to be allowed to follow their own professional 
methods without outside clinical interference Tlic whole service is 
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to be based on the family doctor idea In the central administration, 
the chief aulhonty will be a Minister of Health, who is responsible 
in the usual way to Parhament and the people He will be advised, 
however, by a Central Health Services Council, representing general 
and specialist medical practice, medical leaching, hospital organiza 
tion, and other professional interests This Council will be ap- 
pointed by the Minister after consultation with the interests 
represented, and it may advise the Minister not only about ques 
tions referred to it by him but also on its own initiative For ex 
ecutivc purposes, the Minister will act through another body to be 
known as the Central Medical Board This Board will be composed 
in the mam of members of the medical profession It will be the 
employer with whom doctors worlcmg for the state mil enter into 
contracts Thus, while the powers and authonty of the democratic 
state are to be in ultimate control, the administrative policies and 
the executive practice of the proposed service will be in medical 
hands 

Needless to say, the plan will involve a large expansion both of 
medical personnel and medical facilities A preliminary estimate 
of the total cost of the scheme to be borne out of jiublic funds is 
1 52,000,000 pounds per year 

EDUCATtONAL REFOKM 

The necessity for public intervention to make sure that the people 
arc well educated is recognized by e\ ery modem nation — it has long 
been accepted in the United States, even by those who dislike stale 
action in other spheres It may be for this reason that educational 
reform in Britain was the first item on the reconstruction agenda 
to be embodied m Parliamentary legislation Britain has long had 
governmental regulation of education and a system of state schools, 
but the latter has not been so widely used as the public school 
system in the United States This situation is not traceable to any 
lack of interest in education on the part of the Bntish people but 
m^euhvarhuiTgiew op^ ihr 
fore social or political democracy had developed, and these old in 
stitutions were already strong when the state entered the field 
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Approximately half the elementary schools m the country haw 
been voluntary church schools, over which the local education 
authorities did not have full control Secondary education has 
traditionally been dominated by the famous “public schools,” like 
Eton and Harrow, which in America would be called pmate 
schools The chief function of these institutions used to be regarded 
as providing bojs with that type of classical traming and social 
cnvitonmctit which would fit them to enter the great umvcnitics 
and m due course to become memben of the ruling class 'These 
schools and the ancient universities for which they prepare of course 
have then unassailable merits, but it vs obvious that the tradition out 
of which they grew is not a suitable one for determining the t)-pe of 
education for the entire population of a democratic nation In the 
early jcan of the war, the phrase the old school tie" became a 
popular expression of dissatisfaction with some of the results of tho 
kind of training in producing national leaden 

More modem schoob have in recent decades come into being 
nndet both public and pnvatc auspices Technical education has 
received more attention, and various expenmcnlal schools have 
gamed a considerable reputation There are, however, numerous 
anomalies and anachronisms m the school system considered as a 
whole For instance, while education has been compulsory between 
the ages of five and fourteen the Act of 1921 describes the duty of 
the parent in this respect by stating that he shall "cause that child 
to receive efficient elementary instruction m reading, wnting, and 
arithmetic " Such bnguage 1$ appropriate, not to modem times, but 
to the period when it was sought merely to achieve htmey and 
equip children wrth knowledge necessary for going to work at the 
age of ten In many cases, elementary and higher education in the 
same area arc administered by different local authonties Classes m 
elementary schools arc often far too large Transition from lumor 
schools to secondary educational institutions depends upon com 
petitive examination at the age of eleven Those children who do 
not pass remain for the most part in upper classes 0/ the schools 
they arc alrady attending, or are diverted from the main stream of 
education In addifion, the ability to obtain secondary school educa 
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tion depends to a Urge extent upon the abilit) of the parents to pay 
the toition Manj abler children are crowded out of the schools 
\kbich arc not free by the mere fact that the parents of other chil 
drenhave more ample means 

Education will now be made compulsot) to the age of fifteen, and 
as soon as possible, the school leading age will be raised to sateen 
Schools will be entirely free of charge to c%cr)xine up to the uni\-ei^ 
sity Icsrl In the unnersilies 40 per cent of the students altcad) re- 
ceive aid from public funds and the number of schobrshijK mil be 
increased All bop and giils w lio go to work before thej arc eighteen 
will receive compulscjv) part time education diinng working houn 
Thc) must attend count) colleges one daj a week for fort)'-foar 
weefo a )xar and will receive technical commercial and gencnl 
courses Free nunciy schools wall be provided for children under five 
wberevxr there is a demand for them In 1919, there were thirteen 
such schools m the nation receiving state aid, whereas m 1944 there 
were more than two thousand Their numbers wall undoubtcdl) be 
greatly mcieascd and then facilities improved 

The organization of education wall be changed Pnmar)’, second^ 
ai) and higher education wall no longer be subject to separate 
aulhontics, but will be planned as a continuous sj-stem In each 
locality, the local education authontj will have the duly of prond- 
ing eSaent education throughout all three stages ‘ for all penons 
in the area capable of profiting thereby " In order to meet this 
responsibility, the local authonlies must in each case make a com- 
pithcnsivc suney both of the existing facilities and of the needs of 
their rcspcctno areas Thej must plan and submit to the National 
Board of Education complete proposals for pnmaiy and secondary 
schools WTicn the Board approves a local dcv’dopmenl plan it 
will specif) the action which the local authont) is required to talc 
in such rrutters as improving existing schools and providm^ new 
ones A lime table will be included covering the nccessatj steps 

To soh'e the difficult problem of adjustment bclwren sbte 
schools and religious education the law makes a compromise by 
offering public grants for both existing and new premises to church 
schools and othc^ voluntar) or independent institutions A vanct> 
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of possible relationships are permitted In any case, however, gen- 
erally required standards must be maintained 
The competitive examination at the age of eleven will be 
abolished TTiis will free the lower schools from the necessity of 
adapting their methods to independently determined requirements 
of the secondary schools Choice of the type of secondary education 
which a given child will receive is to depend, not on exammation, 
but on assessment of individual aptitude, with due regard for the 
wishes of the child and the parents Decision m this matter will be 
subject to review at later ages as the child develops Education will 
be moulded to the needs of the child instead of the contrary. 

Naturally, reorganization of this kind must cany with it careful 
reexamination of the content and methods of education The 
cumculum of secondary schools is the subject of the Report of a 
Special Committee Particular attention will be paid to further 
development of technical, commercial, and art education "Public 
opinion," declares the White Paper on educational reconstruction, 
"will, undoubtedly, look for a new approach to the choice and treat 
ment of school subjects after the war In particular, consideration 
must be given to a closer relation of education m the countryside to 
the needs of agncultural and rural life and, more generally, to creat 
ing a better understanding between the people of the town and of 
the country A new direction in the teaching of history and 
geography and modem languages will be needed to arouse and 
quicken m the pupils a livelier interest in the meaning and responsi- 
bilities of citizenship of this country, the Empire and of the wtiild 
abroad Education in the future must be a process of gradually 
widening horizons, from the family to the local community, from 
the community to the nation, and from the nation to the world " 
The program will make heavy demands for new building, equip 
ment, and manpow cr As many as 90,000 new teachers may be re- 
quired Conferences have been held with local authorities, tcachen, 
and training institutions m order to prepare for the beginning of 
the expansion immediately after the casation of hostilities The 
temporary aim a to tram 10,000 new teachers a year, with free 
tuibon and maintenance. SubstantuUy increased salancs will be 
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paid ITie nonnal duration of the training course will be increased 
from tutJ years to three In the first few years the cost of the pro* 
giam home by public funds will be increased by 4 900 coo pounds, 
and the additional burden u expected to become ultimately 
50,000,000 pounds 



7 

BRITAIN’S 

DOMESTIC PROGRAM: 11 

Rebuilding England, Clubs for All tbe People, 
Relocating Industry 

REBt^LDI^C E>CIAND 

There wiH be no more insistent demand by the people of Eng- 
land after the w-ar than that for new and better homes The need 
of a housing program has been dramatized by the mm from Get 
man bombing with a »igor which no I'crbal argument could hart 
achieved Some months before the buzz bombs and rochets ceased 
amvmg, one house out of ei cry three had been damaged by enemy 
action numbering altogether 4 500 000 Much of this damage was 
repaired at least for temporary purposes not long after it occurred. 
Nevertheless, about a half million houses were tendered onmhabil 
able, and of these nearly half were completely destroyed or damag^ 
beyond repair 

These raw figures are far from conveying the vuual effect of the 
bomb damage and the impetus it has given to the movement for 
physical reconstruction of English towns Most of the destruction 
occurred m London and other cities m the southern half of England 
In these localities a good deal of it was concentrated within fairly 
narrow areas Working ebss distnets which were not far from in- 
dustrial pbnts or docks and harbon naturally suffered most If the 
Germans had carefully selected for bombing every third house along 
every street throughout the Bntish Isles the need for physical re- 
construction would still have existed but the demolition would not 
have suggested so obviously the oppvortunity for slum clearance, im 
proved pbnning of crowded areas and the redevelopment of 
metropolitan regions in order to make possible a more hypenic and 
a higher level of life As a stimulus to fullness of future living, the 
100 
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air raids %ete a blessing m disguise The disguise was mutdetoos 
and temfying when they occuned, but the blessing will cast ofi its 
mask in future years 

K the towns m the south of England are to snatch this great good 
horn their misfortune, those in the north of England, Scotland, and 
Wales, which had suHeted equally from the less spectacular hut 
longer endured and equally murderous evils of overaowding must 
receive similar benefits For while the Germans dramatized the need. 


they were far from creating it Even before the war, most cities were 
badly planned for modem Imng and housing for those m the lower 
income brackets was inadequate both m quantity and in quality 
In addition to those who have been bombed out, 850 000 couples 
mamed since 1939 want homes, whereas only 150000 houses have 
been built since the beginning of the war Many of these were for 


temporary use in the neighborhood of munitions pbnts Mean 
while, existing houses ha\e been falling to pieces or becoming ob- 
solete from causes other than high explosives dropped from the air 
There would have been an urgent demand for mere Imng space 
even if there had never been a thought of providing any better phys- 
ical environment than had previously existed 
In the years between the wars, modem ideas of town planning 
and public housing had already taken a firm root Garden cities like 
Welwyn and Letchwoith Village were celebrated throughout the 
world Municipal authorities stepped m to help supply the needs of 
thetnany famdies who could not aSo.d to rent or buy new dwellings 
at the costs prevailing in the private building industry The nabontl 
^vemment enabled them to do so by subsidies fram the Tteasuiv 
It ^s not merely the public subsidies, however, which made it pos- 
sible for the authonties to produce far more attractive houses widun 

thcreachofwageeamexs Panning for sizeable areas which included 

m single ptojects not only a considetahle number of houses bnt 

du^ral! Ur5Cscale op,nilra„3toj«ld,dminan,iB Wh* 

puw,c far tam supplying all ruasonaW, „a,d, Tdra 
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The public housing, available to those in the Icnvci income bncl 
ets stimulated a demand among penons with somewhat larger 
means for equally good dwellings It also demonstrated to buildcn 
and investors that large scale construction was a profitable im’Cst 
mcnl, e\ en though relatively low rents were charged Whereas build 
ing of bouses had previously been regarded largely as a means of 
making quick speculative profits with the attendant possibility of 
losses housing construction now became attractive to those who 
wanted to invest money safely for long periods and at lower returns 
Experience proved that wage earners paid their rents regularly even 
the nsks of unemployment now modified by unemployment insur 
ance, were not readily transfcnable to the landlord The result was 
a brge vnlume of pnvate building for those in the lower middle 
income brackets occumng dunng the dqircssion years after 1930 

Other circumstances as well combined to stimulate pnvate build 
ing dunng these years The number of separate families m the na 
tion reached its peak, consequent upon the peak in the number of 
births m 1903 At the same tune the automobile and the improve' 
ment m public transport increased the desire for suburban life. 
Meanwhile the purchasing power of the salancs and wages of those 
who remained employed was increasing because of the fall m the 
cost of living 

Public housing together with its secondary result in the pnvate 
building boom also had an indirect consequence of great impor 
tance The depression of the thirties was international in its effects, 
and Bntain was not exempt She suffered particularly m the indus- 
tnes dependent upon export like coal steel and cotton textiles 
Nevertheless jshe did not experience to anything like the same cx 
tent as the United States a decline of employment or of the national 
income It seemed clear to almost every observer that the activity of 
building was largely responsible for this relative good fortune TTitis 
experience helped to establish acceptance of the pnneiple that con 
struction can act as a balance wheel to moderate the swings of boom 
and depression It is now believed by almost all that a large housing 
program is not only desirable m itself but is a primary mans o|f 
helping to maintain full employment 
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The fint task is to provide temporary houses to take care of those 
who have been bombed out. This is being done by factory prefabri 
cabon of elements which can be erected quickly and with the least 
possible labor These temporary structures are well designed and 
serviceable, and probably embody better living conditions than 
those to which many of their occupants hare been accustomed in 
the past. While everyone admits the urgency in providing shelter 
there are two schools of thought concerning the emergency housing 
program One argues that the mam emphasis should be laid on 
temporary housing because of the heavy demands which a suffi 
cicntly large permanent housing program would make upon the 
labor supply and materials in the immediate postwar years TTic 
other fears that temporary housing will actually be permanent, as it 
usually has been m the past because of the chrome housing shortage, 
which has made it impractical to tear down even the most obsolete 
stnictares as long as families were occupying them and there was no 
other hvmg spa ceavaibble. This body of opinion favors limiting the 
emergency housing to cases of due necessity and getting on as rap- 
idly as possible with the task of permanent rebuilding 

So great is the task, m any case, that the only ma]OT differences 
of opimon concern the possible speed with which it can be per 
formed Before the war, approximately i ooo,ocx3 men were cm 
ployed in construction and 15 per cent of them were without jobs. 
In the last five years of peace the industry devoting about half its 
resources to housing, turned out an average of 36o,cxx) new dwellings 
a J'car The Coalibon government planned to increase the labor force 
in building to 1,250,000^ to keep it steadily employed, and to pro- 
duce 500 Qoo new houses a year under full peacetime conditions 
The complete program calls for 4,000 000 new homes within ten 
years as compared with the same number built m twenty years be 

tween the w'ars 

In this program mass production of matcnals in factones will 
have a much Utgei place than before The dimensions and qualities 
of housing components are being standardized and the number of 
types of fittings is being reduced Employment will be stabilized in 
the manufacturing mdustnes concerned as well as in construction 
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itself Production will be scheduled so that, ra Lord Woolfon'l 
words, “All the ranous parts come forward at the right time to 
match the progress of house building ’’ The design and constraction 
of the houses will be of a better quality than before the war, al 
though few radical departures in appearance are likely to be made. 

The English ate not going m for the “ultramodern’’ merely as a 
fashion Particular attention will be paid to the lajout and to better 
beating, laundry facilities, and closet space Standardization of com- 
ponents and fitbngs will not lead to any undesirable lack of vanety in 
the hmshed product, since the parts can be combined in any num 
bet of waj-s There is no aesthetic merit in having hundreds of dif 
fcTcnt kinds of windowframcs or hardware and plumbing fixtures, 
many of which are unbeaubful m thcmseh-cs and present a mean 
ingless confusion of choice to the householder Extensive studies 
have been made of the best kinds of layouts for vanous types of lo- 
cation and for the use of the vanous sorts of family units Experi- 
mental houses have been set up and subjected to the cnbcism of 
thousands of people of the sort who will occupy them Some have 
actually been lived in for a test penod 

The Conservative Party, calling for a 70 per cent increase in the 
emergency program adi oca ted the building of 850,000 houses in the 
fint two jears A Committee of the Liberal Party, not to be out 
done demanded the building of 4^000,000 permanent houses m the 
first five }ears of peace instead of in the fint ten, as the government 
suggested and the production of at least 750,000 houses annually for 
rental Such proposals must be understood more as a reflection of 
the eagerness of politicians to respond to popular urgency than of 
sober possibilities 

Before the war, public housing was so extensive that one twelfth 
of all the dwellings in the country had been built bv rnumcipal an 
thonties After the war, the housing subsidized by the national gov 
eminent and built by municipalities wall make such heavy demands 
on the capacity of the industry that there will probably be little, if 
anv bbor and matenab available for pnvate specubtive building 
The economic effects of 3 public housing program of this magnitude 
are not being ignored Tliegovcmment will liav e a virtual monopoly 
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„ terns asd financng of the halt ot mo« of Iho 
dashy dsvoKd to housing If one adds other types of pufc buSd 
me, such as schools, hospitals, community centers, and offices, 
piLmately tv^uthirds of the expenditures for construction will be 
channeled through go\ emmental agencies This fact offers a real op- 
portunity for the stabilization of production and employnieiit at a 
hi^ Iciel It will, hoi^ever, raise its own problems Some are ques- 
tioning whether the public demand for rapid rebuilding will not 
lead to the allocation of so large a share of the nation s resources to 
this actmty as to hamper the needs of export mdustnes or other 
necessary parts of the total economy Many huildmg materials, m 
eluding timber, must be imported, and this fact has its bearing on 
the problems of international trade Finally, it is ashed what is going 
to happen to the budding industry and to the stability of the entire 
economy when the program is completed Will there then be a 
slump in housing construction'^ There ate possible answers to all 
these queshons, hut the wOiVing out of any policy depends upon 
careful planning of the economy as a whole 
It has long been recognized that a good housing program is not 
merely a matter of building houses, but also of planning their en- 
wronment Most towns in England, like those in the United States, 
already have planning aothonties There have also been tentative 
studies in regional planning Now, however, the planning function 
IS taVen much more scnously and must be applied on a more exten 
Hvc scale Even while air raids were raining bombs on London, the 
architects started work on a fifty year plan for rebuilding the whole 
metropolitan region Improvements will be made m terminals, in 
dusfrul centers, the layout of streets, provision of open spaces, and 
the opening of vistas, so that the city as a whole will be both more 
comcnjcnt and more beautiful The plan was submitted to the pob- 
hcforcnhcism before final action Similar activity has been going on 
in many other ahes Jn addition, Parliament has created a national 
Ministry of Town and Country Planning and has given it extensive 
powers It is to supervise and coordinate the work of local planning 
auihonties m ihc interest of a balanced regional and national de 
wlopmcnt U can step w and actually do the local planning where 
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there IS no local authority or where that authonty does not fulfill 
its function It also has jurisdiction over land uses in rural areas 
Bntain has therefore gone in for coordinated land pbnning on a 
comprehensive scale 

In planning whether a given piece of land shall be used for low- 
cost housing, OF streets and parks, or industry or agnculture, the 
authonty makes deemons which would greatly affect land value one 
way or another, if the bnd were allowed to be bought and sold m the 
free market Such shifts m valuation cither are profitable to pnvatc 
owners, or, jf they cause losses, require compensation to be paid In 
either case, the cost of development to the public authonhes is in- 
creased, and high land values may interfere with good planning A 
universal planning program therefore requires measures to obmlc 
the confusing obstacles inherent m private bnd ownenhip ’The 
government m 1941 appointed a committee to investigate this sub- 
ject and make recommendations 

The Uthwatt Committee took its work senously and made an 
analysis which went to the roots of the problem One imporbnt 
question concerns undeveloped bnd in the neighborhood of aties 
Because of the growth of suburbs fringe bnd of this kind is often 
profitably improved by private developers Nevertheless, under good 
pbnnmg, it sometimes should be held for agncultural use or for a 
green belt providing recreation and other amenities Under the bws 
existing before the war, a planning authority could prevent the de- 
velopment of bnd of this kind by its private ownen, but was obliged 
to compensate those ownen for the loss of their expectation of profit 
More is involved than a payment to any single individual If the 
authonty reserves a large tract of thu kind, it must pay compen 
sation to the owners of all the bnd in question although not all the 
bnd IS ever likely to be developed and a brge part of it would prob- 
ably not be improved in the near future even if no restriction existed 
Nobody can predict with certainty on what parcels the enhancement 
of value would be likely to settle and so it is impossible to compen 
sate some ownen more than ©then Tlie aggregate payments to. all 
the owners will therefore uicrcase the total bnd value much more 
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than it would have been increased if the planning authority had not 
intervened 

Sbll another obstacle existed under the prewar laws When any 
given piece of land is lahen out of the marlcet by restnctions on de 
vclopmcnt imposed by planning anthonties, the total demand for 
bnd which may be developed is not thereby decreased If the pros- 
pective purchaser who wants to build houses or a factory cannot buy 
in one place, he presumably w ill do so in another The owner of the 
property he finally purchases thus profits as a result of the onginal 
action of the public authonties Theoretically, the increase m value 
taking place in this way is recoverable by the municipality in ques- 
tion Actually, however, it is impossible to trace such shifts in value 
from one piece of land to another with enough precision so that 
public lecovciy can be made In order to remove both this difficulty 
and that pointed out in the preceding paragraph the Uthwatt Com 
miltcc recommended that, in the case of all undeveloped land m the 
neighborhood of towns, the state should immediately take over 
nghts of development The value of the rights so acquired would be 
determined on the basis of a single fixed sum, representing a fair 
value to the state of the developmental nghts taken as a whole 
Compensation to the owners would then be made by dividing this 
sum in proportion to the estimated development value of thcir in- 
dividual holdings as it stood m the spnng of 1939 before the war 
began The Committee also recommended that, if any of this land 
were subsequently developed, the state should purchase it at the 
time of its development, if necessary by compulsion If development 
by a pnvatc individual were permitted, the land should then be 
leased to him 

With regard to land wathin towTis and cities, the Committee 
found that a somewhat different problem existed Tlie planning 
authonly could do little unless it bad the power to ‘cut through the 
tangle of separate ownerships and boundary lines ” Only thus could 
aties be replanned in suffiaently large units Accordingly, the Com 
/wAViSf jWJiw/TTeriuW ftkrf the p^stmaTj^ eathmif have the power 
to compel owners to sell all of any areas needing redevelopment, at 
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paces not exceeding the le\el of the spang of 1959 A final recom 
mendation w-as intended to take care of the increases in saluc accni 
mg to pn\-ate land-owners as a result of restnctions pbced on other 
land by the authonty It proposed a tax of 75 per cent of annual 
increases in salue of all dcs eloped land The net result of these 
measures taken together would therefore be to prevent loss to the 
public from rising land values as a consequence of the great rebuild 
mg program Any land needed by the development authorities or 
likely to be needed by them w ould be frozen at its prew:ar value or 
slightly above 

The National government to which this report was made was 
heavily weighted with Conservatives, and the landowning interests 
in Batain exert a great influence on the Conservative Party It did 
not accept the Uthwatt recommendations, but issued a kkTiile Paper 
making proposals of its own which are likely to seem radical to real 
estate interests in this country Local authoaties would he allowed 
under this scheme to purchase any bnd they needed for redevelop- 
ment, with the approval of the Minister of Town and Country 
Pbnning The pace of such bnd would be hxed at its 1939 value for 
a peaod of five years No private owner could develop his bnd with 
out obtaining the consent of the planning authonty Whenever 
such permission was granted the owner would have to pay back 80 
per cent of the increase in value resulting from the permission to 
develop his bnd The same charge would be applied to bnd already 
developed, if it were redeveloped Pa>Tncnt of compensation for 
refusal to allow pnvate owners to dev clop ihcit bnd would be on the 
basis of prewar value This pa)'ment w ould be made from a central 
fund which would receive the 80 per cent tax for the improvement 
nghts granted 

Even the extreme Right thus recognized the necessity of pre- 
venting the building program from being obst meted by an inflation 
of bndowners’ profits ansing from the heavily increased demand 
The Labour Party was onginally willing to accept the Uthwatt pro- 
posals, but now has officially adopted the program of state ownership 
of bnd It will probably push this program to the fore if pnvate bnd 
ownenhip seems to be debjing or making more costly the housing 
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program It may, ho«*c\er, compromise bj exempting agricultural 
land, to \vhicb a somewhat diSetent set of considerations apply, 
msofar as this land is not needed for urban redei elopment 

CLUBS FOR ALL THE PEOPLE 

Es-cn before the war, obseners of English social condibons recog 
mzed a growang need for better opportunities for community life 
The few who had the brger incomes had long had leisure, counby 
estates, and clubs Now the tanV and file of the populabon receded 
a sudden access of leisure through shorter working hours While 
man) of them made good use of this extra time m pursuit of mdmd 
ual hobbies or by family excursions, the facilities available for social 
uses of leisure were inadequate in both quantity and quality Such 
as existed were ptonded largely by commercial enterprise like the 
movies or amusement parks There w ere far too few places for not 
mal social intercourse, meetings, education, and reaeation 

WTifle older villages in England had had their own forms of com- 
munity life, the bulk of the population lived either jn larger cihes or 
in newer developments which had few roots in the past Workers 
migrated to the sites of new mdustnes, while many thousands 
moved from the centers of cities mlo new suburbs In these pbces, 
persons with different backgrounds and traditions were cut loose 
from the associations with which they had been familiar and found 
themselves in the midst of strangers with whom they had httle m 
common There was obvious need for some initiative to help the 
people get acquainted with each other and to provide organic life 
for the community 

The earliest recognition of this sort of need occuned in the slums, 
where settlement houses and vanous types of community centers 
had long been peifonning a valuable service But the possession of 
a somewhat higher income and the occupation of a sanitary bouse 
in a modem suburb does not decrease the need for social contacts 
and creative TCCTcation The belief has become widespread that the 
organization of community life should not be confined to thcabnor 
mal conditions of slums, where it has customarily been a philan 
thropic undertaking England intends to abolish slums in anv case- 
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The Report of the Ministry of Education on this sub|ect concludes, 
"A community center should be regarded as an essential amenity 
of a normal community living m normal circumstances We ha%x 
reached the conclusion that what may have been no more than 
desirable in the past wall become urgently necessary after the 
war” 

The war has greatly increased the need for social facilities and has 
also stimulated the demand for them among those who base had a 
taste of activity m common with their neighbors outside of working 
hours Populations haie become more mixed than ever before 
People of both sexes, of all ages, and from every level of society ha\e 
been brought together in essential war work of innumerable s’aneties 
Common danger, plus the soaal and economic lesehng which has 
taken pbee, has broken through old barriers and reticences Whereas 
Englishmen used to be shy about talking to strangers, they now 
converse with little restraint whenever they are thrown together 
They like the sense of shanng common interests and tasks Millions 
of people have acquired a sense of belonging and a feeling of bang 
wanted and valued which they never had before Tliey also appre* 
ciate the stimulus rccavcd from human contacts in larger arclcs 
This 1 $ particularly true of the >oung, who have been brought to- 
gether and organized for the w'ar effort by special agencies 

The tendency toward enhancing communal life is seen nowhere 
more vividly than in the changes the war brought to the ' pubs ” For 
many years the public house, where men gathered for their drinks 
and their game of darts, has been knoww as the poor man’s club Be- 
cause. however, intoxicating liquor was sold there, it was looked 
upon askance by many respectable members of the community 
During the war, its atmosphere radically changed The pub is now 
frequented by both men and women and « the customary meeting 
place for residents of any given locality, regardless of occupation or 
income status Thae people Icam to know their neighbors and div 
cuss the questions of the day Thae ts no better center in which to 
sample prevailing public opinion The opportunity for drinking too 
much has been greatly reduced by the extreme shortage of spirits 
and the virtually complete absence of imported bcvcrajres of all 
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lands Soft dnnks are alwaj's available, while the standard order is 
for one of the saneties of English beer, which contains an almost 
negligible percentage of alcohol While there is wide difference of 
opinion as to whether the new community centers, to be provided 
by public agencies, should permit the sale of alcoholic beverages, it 
15 probable that in many localities they must do so if they are to 
compete w^th the pub m populanty 

The replanning and rebuilding programs offer a general opportu 
mty for the provision of community centers They wall, of course, be 
open on equal terms to all members of the community It is the aim 
to avoid lilce the plague the sort of institutional atmosphere which 
IS too frequently associated with philanthropic undertakings de 
signed for uplift ” The people must have a sense that the center 
belongs to them, and to this end moderate dues or fees will be 
charged and the administration will be dcmocrabcally organized 
The facilities provided will be of great vanety and adapted to the 
needs of individual localities There will be recreation rooms, meet 
ing halls, a canteen, opportunities for music, drama, lectures, and 
discussion groups The uses which will be made of such a center will 
depend largely on the spontaneous suggestions of the people them 
selves 

Wherever possible the center will also serve as a country club, 
with such things as tennis courts and bowling greens It is planned 
to have a separate center for young people in the immediate neigh 
borhood, since the community center itself is regarded as pnmarily 
an adult institution, although families may wish to take their chfl 
dren when they go A typical description of the accommodations 
recommended for a population of 6ve thousand to ten thousand is 
as follows 

"A large hall, wrlb stage and dressing rooms, a gymnasium, a small 
all purpose hall, a large common room, kitchen, two large craft 
rooms with stores, games room, three quiet rooms, a hTiraiy and 
reading room, accommodation for the warden, entrance hall, bva 
tones, doakrooms, passages, heating chamber, stores, cycle accom 
modation, etc ” 
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Naturally, sUlIed staffs will be necessary for institutions of this ex 
tent, but they will be kept to a minimum in numbers and much of 
the work will be voluntary The community centers will be a specific 
responsibilit) of the local education authonty, although the ph)-$- 
ical facilities will frequently be provided bj the housing authonty in 
consultation with the experts in education 
Discussions among economists and politicians frequently sound 
as if the task of improsing levels of living were simply one of pro- 
viding more physical goods and distnlioting them more equitably 
Food shelter, clothing and less fundamental kinds of goods are in 
deed important Nevertheless the attention devoted m England to 
such subjects as community life indicates that as much emphasis is 
being placed on the quality of living as on its physical basis Improve- 
ment of this kind also makes its economic demands, but it is often 
possible to obtain a very great enhancement of real satisfactions 
with a relabvely small expenditure for things that must be bought 
with money 


anjOCATIVC INDUSrRY 

A comprehensive planning and rebuilding program would neces 
sarily involve decisions as to where factories should be built even if 
there were no special reasons for relocating industry Within a town 
or countryside, they must have the right relationship to dwelling, 
recreation and agncultuial areas as well as to sources of materials 
maikets and transportation facilities Tliey ought to he concclly 
distributed among regions for the sake of the prospoity of popub 
tions as well as for considerations of both industrial and militaiy 
strategy In Bntain this necessity is reinforced by the history of 
industry and employment before the war After 1919 permanent 
unemployment settled down like a blight in certain regions which 
came to be known as depressed areas ” The export market for coal 
declined, and Ihu affected Wales and northern Engbnd The sut 
fell of world shipping brought distress to the shipyards on the Tyne 
and the Clyde with their attendant industries Cotton textiles suf 
fered in the Midbnds Meanwhile, newer and more prosperous m 
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duslnes selling chieS> to the home maiVet sprang up in southern 
England and particulitl) in the counties wthin eas) access of Lon 
don 

It would ha\e been better both for the depressed areas and for 
the economic babncc of the counti) as a whole if most of these new 
pbnts had been located where the bulL of the uncinplo)inent ex 
isled WotVcn parlicubrU English worLeis do not readdj mo\e 
from their homes in order to seek emplo)inent in other localities 
Thcj were alwap expecting their jobs back again They had smaH 
means to bear the expenses inadental to transportation and setting 
up famdj life in unfamiliar sunoundings Those who did follow the 
factoncs were uprooted and set down in an ensironment m which 
they did not feel at home In most cases, no compelling reason cx 
istcdforestablishingthcnew pbnts where they were actually setup 
Engbnd is a rcbtistly small country with an excellent traiupoita 
tion system Rcbtn e distances from materials or markets ha\-c little 
effect on costs or compctitwe adsanlage It is belies-ed by some who 
ha\c studied the subject that the dnft of industry into the south of 
Engbnd did not result from economic considerations but rather 
from such mohscs as the desire of execubses to hs*e closer to the 
metropolis 

Dunng the war, the munitions pbnts constructed by the gos'cm* 
ment were distributed with some regard to this presions unbabncc. 
Howmer, the necessity for speed plus rnditary considerations pre- 
sented the choice of location cntireb according to standards which 
ought to be applied in peace Many of the war pbnts, too, will not 
be well adapted for permanent usem peacetime industry It is there 
fore one of the chief aims of reconstruction to make a fresh start on 
the job of mdustrtil location 

E\en dunng the btcr phases of the war something could be done 
b\ administratne action WTitmeser the need for the product of a 
war pbnt came to an end the disposal of the pbnt was turned over 
from the Mmutry of Production to the Board of Trade, w hich is the 
o£5cial dgjartmenl having ^umdiclion oier this problem Maijuf- 
facturers wanting facilities for cmlian production applied to the 
1 
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Board of Tnde for suitable pbnts There were many more applicants 
than plants a\*ailable 'Those who would consent tp locate in the 
areas most needing deselopment were gi\ cn pnonly 

Somewhat later, legislation was prepared to goi-cm the polic) of 
the go>emnicnt in this respect 'The negatne conception of "de- 
pressed areas has been abandoned Regions in which it is desirable 
to promote industrial expansion have become inowTi as develop- 
ment areas, and arc carefully defined The Board of Trade was givm 
the power to add to these areas or subtract from them Within the 
development areas the Board of Trade can encourage industry by 
several types of measures It can acquire bnd for building factoncs 
and can itself build the factories It can make loans to other non 
profit agencies for the same purpose It can lend money to anyone 
who starts a new undertaking m a development area It may even 
male annual grants to meet the payment of interest by such a pet 
son Loans or grants may also be made for the purpose of public 
improvements w hich w ould be of use to industry, such as roads and 
railroads, docks and harbors, power stations, housing, and health 
scmccs 

In addition to using these positive measures to favor the develop- 
ment areas, the Board of Trade can discourage the settlement of 
industry in the more congested regions An j one who intends to 
build a new factory of over 3000 square feel must notify the Board 
of Trade 'The Board will thus have advance knowledge of new fac^ 
toiy construction of any importance, and may intervene to inSuencc 
the choice of location It will have specific power to forbid the erec- 
tion of new pbnts in areas where further development would be 
seriously detrimental to the proper distribution of industry " ’These 
areas are not defined in the bill but arc to be outlined by orders of 
the Board of Trade itself, each of which will tale effect only after 
Parliamentary action This power is not regarded as drastic enough 
by those who favor a fundamental attack on bad industrial location 
since there may be delay m choosing the forbidden areas and the 
pressure of local interests may cause Parliament to refuse to confirm 
orders of the Board hforcover, there ate no restrictions on tfie repair 
of war-danuged premises It may be that stronger legislation will be 
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adopted In any e\ent, the Board of Trade will have additional 
pouers as long as building matenals are so scarce that building li 
censes must be obtained before any project is undertaken Through 
this mechanism the Board can gi\e priority to building in the de\el 
opmcnl areas, and the demands of the housing program on construe 
tion resources are such that this poner is likely to be effective for a 
long time 

Two other reconstruction agencies created for a different purpose 
may also be utilized in support of planned industrial location The 
gasemment has created tM-o Finance Corporations to serve the 
needs of business for capital and credit in the recoristruction penod 
One of these is to lend money to large enterprises while the other 
vnll specialize m the necessities of smaller undertakings The proj 
ects are somewhat similar to the Reconstruction Finance Corpora 
tion in the United States ongmally adopted for the emergency of 
the prewar depression They will however not be purely govern 
mental undertakings, but will include banking participation Even 
if the banking sj'stem were not to be nationalized, it is closely 
integrated with governmental policy, and a mixed system of this 
kind can operate virtually as if it were an agency of the state Nat 
urally, the Finance Corporations ought to have a close liaison with 
llie Board of Trade and may thus in the granting or refusal of loans 
help to implement its policy of industrial location 
Another important aspect of land planning is the location of 
agriculture In recent years some of the best agricultural land m 
England, made fertile by long care has been taken out of pioduc 
tion by suburban developments or new industrial plants This mat 
ter must naturally be of great concern m the future not only to the 
agricultural authorities but to the Ministry of Town and Country 
Planning the local planning authorities and the Board of Trade in 
exercising its control Over the location of industry Since Bntain 
before the war had to import 6o per cent of its food even to provide 
a level of nutrition which was on the average inadequate and since 
after the war there will be a serious problem m purchasing abroad 
even as much as was imported before it the conservation of good 
land for agricultural purposes must be a major consideration Tlic 
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gen-ral sub,ect of agncultural recomtraction has been bneflj sujn- 
nunaed in a former chapter but here it should be noted that the 
requirements of farming are sery much a part of the total plinrung 
picture 

In the United Stages regional planning has paid great attention 
to n\CT nstems with their sources in forested country and their 
management at lower stages for such purposes as naugation. hsdro- 
clectnc power Pood control imgation, and presention of erosion, 
England s situation is somewhat different because her different 
topograph) and rainfall make the damage b) erosion much less sc 
nous and create little need for irrigation or ffood control Neverthe- 
less much attention is being devoted to reforestation both because 
of the desires for wald recreation areas open to the public and be 
cause of the need for augmenting the domestic supplj of timber 
There are also undeveloped sources of h)droclectnc power which 
arc liVcl) to be utilized cspeciah) in view of the decline of the coal 
industT) There is proj-'ctctl an extensive h)dit)clectnc development 
in Scotland which is often compared with the TV'A Such considcra 
tions will surelv form a part of over all pbnnmg 

In pbnnmg both towns and countryside the English people pbee 
a high value on the intangible a nd uncommercial amenities of life as 
well as on mere economic efficiency in the use of resources It would 
be more important to many an Englishman to be able to take a 
walking tup through unspoSed country than to have a few extra 
pain of shoes or even a high-powered automobile An intaesting 
example of this attitude came to light before the war with Ccmiany 
was won The government had acquired great tracts of bnd for 
military purposes and a bill was introduced governing the use of this 
bnd at the end of the war There was no compbint whatever that 
the government might not exercise suffiaent consideration of pn 
sate or commercial interests Widespread cntiasm of one of the 
ebuses of the bill arose, however, on the ground that it might per 
mit the government to close footpaths stiles and country bnes 
which tn the long past have been a heritage of the wa)fanng pedes- 
trun and open for public use 
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T HE most ambitious part of the Bntish reconstruction program is 
the decision to pro\ide a job for ev'ci^one who wants to work for 
wages and to make certain that no important amount of unem 
ploymcnt is e\ei again suffered by the Bntish people This project, 
hie those described in the preceding chapters is not one advanced 
merely by a particular school of theorists or a single section of the 
community Both the desirability of the objective and the possibil 
ity of attaining it arc accepted by all political parties and by nearly 
all sections of the public The Coalition government maintained 
for the prosecution of the W'ar m w hich Conservative Ministers were 
dominant, issued through the Ministry of Reconstruction a Wlnle 
Paper containing an explicit pledge to maintain a high le\ el of em 
ployment This is the nrst time in history that the government of a 
great capitalist country has formally undertaken such a lesponsibil 
ity It IS undentood that the pledge will be binding on future cab- 
inets, no matter what their political complexion The Labour gov 
emment which succeeded that headed by Wmston Churchill natu 
rally will tale the pledge eren more senously It is taken for 
granted that any government which disregarded this promise or in 
deed any government which failed in any substantial measure to 
fulfill it m the future, would be unceremoniously thrown out of 
office 

The change in the climate of opinion which led to this danng 
commitment is made up of a number of factors One of course is 
the memory of the sufferings resulting from unemployment in past 
scars and particularly between the wars More important however, 
IS the growth of the conviction that depression and other causes of 
a shortage of jobs arc not decrees of an inexorable fate which are 
irremediable by human mtcrvcnlion Tlic lay public has observed 
that dunng the two World Wan there was not only full employ 
ment, but an actual shortage of labor due obv lously to governmental 
117 
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demand for goods and manpower It reasons piacballv that there is 
just as much human need for the products and services of labor m 
peace as m svar, and that the gov-crtiment can, if it will, organize this 
demand and make it effective. The economic theorists, in turn, hair 
reached substantial a g re em ent concerning the mam causes of un- 
cmploj-ment and bclieir that the appheahon of theu conclusions 
through the agenej of the gov emment would substantull) dimmish 
if not abolish it. Thus inertia no longer has the support of the art* 
thonties 

Fmallj, it IS undentood bj all mlclhgent atizcns that the other 
items of the reconstmebon program v,-ould lack then necessary basis 
unless the people and resources of the countiv were kept busy pro- 
duemg a suffiacntlj Urge volume of wraith and wrlfaie The burden 
of unemplojment insurance, for instance, would be much hcaner 
if the total of uncmplo)-mcnt were Urge, and the government would 
not be able to collect so much in taxes to pay its share of the cost 
More people will be undcmounshed or ill and consequent!) m need 
of the medical attention which will be prmided bv the Natiorul 
Health Semce if uncinplo}Tnent robs many of the means to sustain 
a decent standard of life. The rebuilding of atics on a better scale 
would be incompabble with cit) populations depnved of tbar cam- 
mg power, and hence unable to rent better houses or to pa) the taxes 
necessary to finance the local and national governments 

The commonsense belief that it is possible to find work for every 
one who wants a job is reinforced by contempbtion of the recon- 
struction pUns themsclvrs Dunng the war nobody had enough of 
anything People were told that fbev must continue to get along 
with msuffiaent living space, clothing, and food — not to speak of 
amenities such as new automobiles furniture; ndios, and innumci 
able modem inventions — until the soldiers were no longer needed 
at the front and the munitions workers could cease their production 
of warpUnes, tanks guns, and shells. If, it is reasoned, we are to 
build new houses at least twice as rapidlv as ever before, if we ate to 
make up our shortages of clothing and be able once more to eat 
what we like, if, in addition, we art to find m the irurlets all the 
other things we want, and if besides we are to have iiuny thousands 
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more of teachers, nurses, and doctors than before the war, how can 
there possibly be any shortage of )obs unless the government is guilty 
of monumental blunders or pnvale interests m control of money 
and production go on sttihe? Tins commonsense ludgment is sup- 
ported by competent students of the subject It will talcc perhaps 
five or SIX years at the least to fill the backlogs of demand and get 
back to a normal peacetime basis After that, commonsense reasons, 
we should utilize any excess labor power either to improic the ma 
tcnal level of living or to shorten hours of work in the interest of 
greater leisure There is no need to permit unemployment to recur 
The theoretical basis of the conviction that any substantial 
amount of unemployment can be avoided is far more intneate and 
detailed, but can be understood without too much difficulty by 
those who have no technical training in economics In order to trace 
the way in which theoretical reasoning has caught up with common 
sense, jf is necessary to summarize briefly the course of economic 
thought m England on this question 
The classical theory did not account for the existence of a large 
and continuous volume of unemployment or the rccunencc of 
cyclical depressions Its basic tenet was that an economic order 
characterized by free exchange and competition in search of profits 
would tend automatically to approximate an equiltbnum of demand 
and supply m every part of the market This would be as true in the 
labor market as elsewhere Unemployment would be merely an in- 
dication that the demand for labor was running behind the supply. 
In these circumstances, wages would fall until the relative cheapness 
of labor stimulated the demand and the surplus of workers disap- 
peared In this type of analysis, any temporary lact of balance be 
tween demand and supply ivas accounted for on the basis of some 
imperfection in competition or some friction or obstruction «i the 
mobility of labor or capital It was believed that impediments of this 
nature would be short lived and of little moment as long as the free 
play of economic forces was allowed to persist 
Economists, like others, could not fail to observe the fact that the 
experience of the world w as not so happy as their theory might have 
led them to expect There actually were frequent slumps of trade 
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and cmp!o}-inent, recumng with more or less regub nt} There were 
also persistent pockets of unemplo)ment which did not disappear 
even dunng the most acUse boom The problem became so senous 
that great political pressure arose to do something about it A RopI 
Commission on the Poor Laws and Relief of Distress, appointed by 
a Consenatne gosemment, reported its conclusions m 1909 It 
recognized the existence of a large solume of unemplo)-mcnt It did 
not, bowc%CT depart from the classical theOT) that on the whole the 
demand for labor kept pace with the supply It accounted for the 
strange fact that the supply was alwaj-s brger than the demand ci en 
when employment was at its highest point, on the ground that 
obstructions existed m the mobility of bbor and that tlie labor mar 
ket was not properly organized 

Almost Cl cry industry was found to ha\c a tendency to maintain 
a rcservcof workers somewhat larger than its total need from which 
it could hire at will for bncf penods For instance, the dockworkers 
w ere kept in the neighborhood of the docks by the chance of obtain- 
ing a few hours work from timoto time, although if they had been 
offered a regubr wage no brger than their ai crage weekly earnings, 
they probably would not base accepted it Though other industries 
did not exploit casual bbor to the same extent an essentially simflat 
condition exuted in building and many branches of manufactunng 
and mining The remedy for this condition was sought in a pci 
fectly conventional desace Commodities » ere no longer sold from 
door to door, but were dealt in on cxclianges w here all elements of 
demand and supply had a common meeting pbcc and discrejxinacs 
could quickly be ironed out m the natural coune of busing and 
selling The imcstigation therefore led to the establishment of a 
system of lutional bbor exchanges where workers could apply for 
jobs and employers could apply for men It was expected llial this 
better organization of the rnarket would minimize the evil 

Another cause of unemployment was recognized at the same 
tunc — that IS, the depressions of trade and business Though there 
were many theories to account for the business cycle, the majonty of 
economists regarded this also as a result of fnctions or extraneous 
dements which interfered with a normal tendency toward equflib- 
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num Perhaps the most popular theory held that the principal cause 
of fluctuations was to be found m the realm of money and credit, 
and so that a proper currency and banking policy would promote 
stability There was undoubted truth m this theory, as well as in the 
theory that casual unemployment was brought about by poor or 
ganization of the labor market Neither, however, contained any 
thing like the whole truth, and reforms in both realms faded to 
eliminate senous unemployment Indeed the evil became much 
worse after 1914 than before 

Aside from the cyclical depressions which brought unemployment 
m 1921 and in the years following 19:9 the chief cause of loblessness 
in England appeared to be the decline of the export trades, partic 
ulaily coal, shipbuilding, and cotton textiles This resulted in chronic 
and, for many worken, permanent unemployment m specific lo- 
calities In the previous chapter we have referred to these depressed 
areas The classical type of analysis believed this phenomenon also 
to be due to the bek of mobility of labor, and was inclined to regard 
the joblessness of the workers concerned as their own fault because of 
a stubborn refusal to go where work might be obtained There was 
some criticism of the effect of unemployment relief, because it 
helped to maintain workers in idleness in localities where there was 
little hope of thcir ever obtaining jobs This point of view wras later 
found to be superficial in the extreme Workers unemployed in one 
industry often needed at the scry least retraining m order to find 
employment in others TTiey could not be moved about as 
easily and with as httlc human loss as bales of cotton or pounds of 
tea And there was no real assurance that, if all the unemployed had 
mo\cd out of the depressed areas, there would have been enough 
jobs for them chew here The ultimate conclusion was that there was 
httle hope of remedying this situation by attempting to enhance the 
mobility of labor 

Another aspect of the classical theory of unemployment received 
special emphasis at the time because of the slump m export indus 
tries. This was that the chief difficulty arose from insufficiently low 
wages It was logical to suppose that the market for exports would be 
increased if lower prices could be charged, and that the chief ob- 
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staclc to lower pnccs was ngidity in labor costs Naturally. labor 
bitterly opposed this analj-sis of the prevailing unemployment The 
controsersy was intensified when Bntain went back to the gold 
standard at the prewar parity of the pound This brought such a 
high exchange value to British currency that the internal pressure 
for lower pnccs and costs was redoubled 
About the only tangible result was a senes of bitter stnlies, fol- 
lowed by forced departure from the gold standard Prevailing Bntish 
opinion finally veered to the conclusion not that wages ought to 
have been reduced, but that it had been a mistake to reestablish the 
gold standard, especially at such a high valuation of the pound 
Those who investigated carefully the specific difficulties of the 
export industncs m question came to the conclusion that their 
troubles could not be traced mamly to high wages, but to other 
developments such as the growth of textile manufacture of the 
cheaper grades in Indu and other former markets, the worldwide 
surplus of shipping resulting from the war, the relative exhaustion 
of the more highly productive coal mines, and the development of 
new sources of fuel m other nations 
In the meantime, another type of basic anal)‘sis of the theory of 
unemployment was arising Numerous economists outside the ebs- 
sical tradition had held that the demand for bbor would not neces- 
sarily equal the supply, even if no elements of friction existed in the 
bbor market Prominent among these in recent times was a Bntish 
writer, J A Hobson This thesis was taken over and developed in 
great detail and with a ngorous theoretical apparatus by an academic 
economist J M Kejnes now Lord Kevnes Mr Keynes sought the 
erpbnation both for trade slumps and for more persistent unem 
plo^-mcnt in some factor which would etpbm a dcfincncy of pur 
chasing power m rcbtion to the supply of goods and services which 
bbor could produce if it were fully cmplo>ed He agreed with the 
cbssical economists to the extent of assuming that if all the money 
pa)Tnents rccavcd by everyone were spent apm by the recipients, 
there would be no interruption m the flow of purchasing power, and 
the total dcTTUnd for goods and bbor w ould equal the market supply 
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He did net taVc it for granted, however, that full spending of'the 
incomes and pajments received automatically takes place 

It had long obvious that some of the money receiv ed both by 
indmdoak and b) business establishments is not spent m the ord^ 
naiy sense of the term, but rather is saved When money is saved. 
It IS held out of the stream of circulating purchasing power The 
tradibonal theory had been that money saved was invested in new 
capital goods and thus was really spent just as much as if it had been 
us^ to buy food or clothing Thus, savings banks or insurance com 
panics loaned the money left m their charge, to 6nance the con 
struction of houses or railroads or public works Business concerns 
which laid aside surpluses and resenes used these funds to buy ma 
chmery and buildings and to expand their operations Mr Keynes 
imdc the point that the decisions of those who invested were inde 
pendent of the decisions of those who saved and did not nccessanly 
follow the same course People sav c out of habit or prudence, but 
people invest because of then belief that an opportunity for profit 
exists 

Traditional theory assumed that as much would be invested 
as was saved because of the interaction of demand and supply, as in 
any other market When people wanted to invest mote money than 
was available m the reserves piled up by the savers, the rate of inter 
est paid on savings would nse until savings were inacased, or until 
the opportunity for profitable investment wus so small that invest 
merit declined When, on the contrary, more was saved than could 
be utilized by businessmen and governments, the rate of interest 
would fall and saving would be correspondingly discouraged Mr 
Keynes replied that changes m the rate of interest were not large 
enough or prompt enough m their effect to produce the desired 
equilibrium The ' propensity to save” dqicnds on many things 
other than the cunent rate of interest and so docs the profitability 
of investment Ingcncnl there is a tendency for people to lay aside 
a certain proportion of their incomes year m and yrar out, whereas 
iwwspcnnlngibT invcsi’menf purposes varies wiaei'y trom one period* 
to another In consequence, the total amount of money spent by 
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both consumers and im estofs may from time to time be too small to 
keep all the wage earners emp1o)cd, or it may, in fact, be insufficient 
for relatively long penods 

An attempt has been made to refute the Kcj-nes tj^ie of theory by 
figures which SMm to pros e that over a long period the amount saved 
and the amount invested do equal each other One comment on 
these figures is that as a matter of fact they usually measure the same 
thing, that is, those savings which are invested Good statistics arc 
lacking to measure the amounts of money actually withheld from 
circulation by the savers Another comment is that the reply mis- 
conceives the nature of Keynes's thesis He never contended that 
large amounts of money were actually piled up in savings hoards 
which remained unused for any long penod \\Tiat happens in our 
dynamic economic process goes the other way round At a time of 
relative prospenty, let us say that a giv’cn amount is being saved and 
the same amount is being invested Suddenly, investment falls off 
because of a drop m proGls or expectation of profits What is now 
being invested is therefore less than what was previously being 
saved The diminution m investment, however, causes a falling off m 
incomes, and tins m turn reduces the amount of sav mgs People may 
be laying aside as large a percentage of their incomes as before, but 
the incomes are smaller What is relatively stable is not the total vol 
ume of savings but the propensity to save” A diminution in in- 
vestment thus reduces total spending, even though the volume of 
savings may be reduced as investment falls 

It should be understood that, by the term investment, Keynes 
does not mean the mere purchase of existing securities, or the pass- 
ing of securities from one hand to another, but the spending of 
money for new capital equipment or the labor required to produce it. 

TIius, by a long course of reasoning, the mathematical intricacies 
of which are oirutted in this oversimplified summary, Kevnes or 
nved at the same conclusion which had resulted from popular ob- 
servation of economic events It also is m accord with the statistics 
we now have covering employment, consumcn income and savings, 
additions to capital investment, and business conditions in general 
^Vhen there is a large amount of new investment tn conslniction, or 
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when the government spends large amounts of money for the kind 
of investment needed in war, emplo)'ment is relatively high But 
when the budding boom falls off, or when the government ceases to 
bonow and spend for vv>ar purposes unemployment is likely to 
supervene High employment accompanies a high level of total 
spending, and low employment accompanies insufficient spending 
After long debate, the Keynes analysis has been almost unani 
mously accepted by British economists Tliat does not mean that 
they all accept all its details or that they all agree on the appropriate 
remedy The anal) sis itself leai es open a choice among a number of 
proposed remedies Furthermore it does not preclude the possible 
importance of other causes of unemployment such as lack of labor 
mobility or fnctional obstructions of other kinds When we say that 
economists are agreed upon the theory all we mean is that they 
accept the proposition that the total demand for labor may, for 
shorter or longer periods, be less than the supply and that an im 
mediate cause of this disparity is a vanation m the total of new in 
vestment which differs from the course of the propensity to save 
One possible remedy for that unemployment which results from 
insufficient investment is an increase in spending by government to 
make up for the deficiency If the government acquires the money 
for this purpose by taxation that reduces the amount the atizens 
spend, no net increase m total spending occurs and the object is not 
achieved If the government borrows the money in a way that re 
duces spending, the action is similarly futile But if the government 
raises the money by taxes levied in such a way that it taps incomes 

not all of which w ould be spent— m other w ords if it taxes savings 

It docs produce a net increase in expenditure A similar increase « 
produced if it raises the money by borrowing it either from com 
mercial banks or from those who would otherwise save it “Deficit 
spending” is a name for the policy of a government wJien it spends 
to create employment and borrows the money from banks, or large 
financial institutions, or wealthy individuals who cuslomarilv save a 
large percentage of their income It is to be noted that under many 
circumstances the government can create employment without hot 
rowing, by the process of spending the necessary funds from m 
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creased taxabon, provided this taxation does not beat upon those 
who customarily save little because their incomes are rebtiscl) low 
'There has been an immense volume of control eny, in the United 
States particularly, about the supposed dangers of deGcit spending 
Persons who oppose it do so either because they have the habit of 
thinking that a national budget, like a personal budget, ought al 
ways to be balanced if it is in any way possible to equalize income 
and expenditure, or because they have a bias against enlarged gov 
cmmcntal activity, believing that it inhibits pnvale enterpnse 
These arguments are usually answered by the contention that, if 
government spending increases employment and the total national 
income, no one need worry about the increase in the government 
debt It IS the proportion of the government’s interest burden to the 
nabonal income which is significant, not the absolute size of the 
debt itself It IS further argued that private enterpnse tends only to 
gam from a governmental policy that prevents depression and cn 
larges the markets for the goods business produces 

In England the arguments of those who support defiat spend 
ing have proved convincing to most students Tlicrc is little more 
wony that the government will endanger its fiscal stability by bor 
rowing money and spending it m ways which increase the income of 
the nation than that a growing pnvatc corporation would he endan- 
genng its future by selling shares or bonds to investors and using the 
proceeds to enlarge its plant and its output 
Deficit spending by government is not, how’cvcr the only remedy 
open Another possibility is governmental intervention to stabilize 
the flow of pnvatc investment Such intervention may be cither mild 
or drastic Still arothcr possibility is to influence the use of money 
by individuals so that a larger proportion will be spent and a smaller 
proportion will be saved Tins procedure would tend to stabilize 
total employment and income al a lower level than would be pos- 
sible by enlarged productive facilities It would seem to be undcsir 
able as long as existing wants are not reasonably well satisfied 
Wlicnevcr desired however this aim might be achieved by equaliz 
mg the distnbution of income so that there would be less in the 
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pocJxts of those in the upper brackets «ho cuslomiril^ do most of 
the saving and more going to the ma)ontv of the population ■who 
usuallv spend almost all the\ earn The mcenbve to sa\ e on the part 
of those in the Ion ei brackets could be reduced b\ measures of social 
secunt) which make it less nccessar) for the indindual to pronde 
for a ram) da) 

The gos’emmental WTiite Paper which makes the employment 
pledge recommends a senes of measures to effectuate it which, while 
marking a distinct advance oier the former practice, are matnlj on 
the conservahre side First of all it announces the permanent es- 
tablishment of what IS in essence an economic general staff for the 
gm-nnment This consists of a group of experts w ho will assemble 
the relevant statistics of economic trends, anah-ze them and make 
approprute recommendations The report makes the commitment 
that the gos'cmmcnt will aim to main tarn “a high and stable lev el of 
employment after the war" and states that, in order to do so it is 
ncccssai) to haie “a pohej for maintaining total expenditure ” It 
thns imphatly accepts the Kc)'nes thesis 

The WTiite Paper assumes that after the war as before there will 
be fiuctnahons of economic actinty, insofar as the gosemment does 
not intervene to modcnitc them One of the chief causes of these 
fiuctuations will be the ups and downs of pnvate mvestment, and 
another will be sniuhons in foreign trade The gov enment proposes 
to do something to help stabilize pnvale investment For this put 
pose it will use sanabon of interest rates and will encourage pnvatc 
business to conform mth the general stabilizabon pohc) b) ex 
pandmg its capital equipment dunng penods when production is 
slack and pnees of matcmls are low It expects the long term econ 
otny of this piacbce to appeal to the profit mcenbre of businessmen 
Another possibility of inflnenang pnvate inv^tmcnt deasions is 
through deferred tax credit 

Having sought to influence pnvatc investment fa) such means, it 
proposes the use of mcieased governmental ejqjcnditure, jatrtic 
olarl) b) public works, in order to offset a slump m business actmt) 
It expects that the prompt cmplo)Tnent of this measure at the fint 



128 


America s Stake in Britain s Future 


onset of a dqpiession would ha\-e salutary results The ^\^lltc Paper 
would also r^uce contnbutions to socul insurance dunng slack pe- 
riods in order to increase popubr purchasing power 

The White Paper recognizes the difficulty of controlling fluclua 
tions in international trade, which is not within the jurisdiction of 
the Bntish go\ eminent to the same octent as is the internal econ 
omy It docs, howeier express the hope that other nations may be 
induced to follow the same t\pe of full-eniplo)mcnt practices and 
stabilize their own economics This, together w ith the cleanng of 
trade channels, would expand international trade as a whole and 
offer the opportunity for an expansion and stabilization of Bntish 
exports 

Finally, the White Paper recognizes the desirability of infiucno- 
ing the location of industry in such a way as to allcsiate unemploy 
ment m the former depressed areas 

Sir William Bevendge who has been the leading Bntish expert 
on unemplo)mcnt for many > cars advocates a far more comprehen 
sue program in his book Full Employment m a Free Society Ong 
inalt). Sir William was one of those who attnliutcd uncmpIoMncnt 
almost entirely to disorganization of the bbor market, and he was a 
leading proponent of bbor exchanges He has not abandoned the 
new that it is important to take measures to cope wath the rclatii'e 
immobility of bbor though experience and studs hare led him to 
the conclusion that it is necessary to take emplonncnl to the workers 
in former depressed areas rather than expecting them to seek it 
elsewhere He points out that although bbor has been more mobile 
than many people hare behcicd it mores more readily from one 
occupation to another in a gircn localjty than from the locality to 2 
different region More important still he frankly recognizes the fact 
that eren if all the unemployed had sought jobs wherever they 
might have been offered before the war there would still not hare 
been nearly enough jobs He now accepts the thesis that usually 
the supply of bbor exceeds the demand and he has become con- 
certed to the Keynes analysis of the causes of this phenomenon 

Bevendge approaches this problem not by assuming that there 
must be slumps in production and actiraty, for which the state will 
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attempt to compensate after they have started, but by a plan which 
IS intended to prevent depressions from occurring Lile many other 
students of the subject, he docs not regard alternate expansion and 
contraction of public worhs for the purpose of compensating the 
0uctuations of pnvatc industry as either a practical or a desirable pol 
icy The demand for public construction is independent of the 
requirements of a compensator) program It would be difficult to 
enlarge public wxirks quickly enough and in sufficient volume to 
stop a depression, and it would be still more difficult to reduce pub- 
lic building when private industry recoven Moreover it does not 
follow that 50U can increase the demand for tailors or shoemakers 
b) increasing the demand for masons and carpenters It is right/' 
wntes Sit William, that men should move from declining to pro- 
gressive industnes to meet a permanent change in demand and 
shouTd be helped by tiUining to do so It is not reasonable or prac- 
ticable to expect men in great masses to move into or out of public 
works according at thcir own industry 15 slack or busy Stability 
means absence of meaningless, unprogressive fluctuation ” 

The Bevendge program, therefore, is intended to stabilize both 
pnvatc imestment and public investment, and to keep the whole 
economy expanding so that production and consumption can stead 
ily increase as long as there are unsatisfied human wants The first 
item in this program is to increase and stabilize consumers' demand 
by making absolutely sure that everyone, especially at the lower lev 
cIs of income, is supplied with all the necessities of life The social 
sccuntj, health sen ice, and housing programs will partially fulfill 
this need He would cany the process even further, however, by 
making the state responsible for the purchase and distnbution, at 
sufficiently low prices, of food essential for adequate nutntion, the 
standard articles of clothing and perhaps other goods as well There 
would thus be no occasion for fluctuations m production onginating 
from the market demands of the vast majonty of consumcn for ordt 
nary necessities This part of the program he calb ' the socialization 
of demand " He points out that it docs not necessarily involve the 
socuhzation of production Private enterprise under competition 
can go on as before as long as it appears to be efficient, although the 

K 
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state tales om the tcsponsibOitv of gtUTanteemg that basic coi»- 
sumcn wants shall be satisfied, if nccessan b% the use of sobsidiss. 
This has been the actual practice dunng th* -war \s long as the^ 
•R'Cic any clcmentarv unsahsfied need, there wtnild thcrrfij'c be 
no possfbflih of a slump in the production of goods to meet that 
need, insofar as luarlet demand is concerned. 

\nothcr important item on the program would be the stabHua 
tion of pnsatc imestmcnt Besendge regards the proposals of the 
\\Tn*c Paper m this respect as halfwas measures which would be 
ineffectual. He svould set up a National In\-es*Tnent Board whidi 
would budget the entire nahonal cconoim in adiance, |ust as the 
goi-emmcnt alrcadv budgets its own receipts and cpendituies. It 
would decide bow much ought to be spent and how mudi ought to 
be sased to mamtain full cmplosmcnt and would male sure that 
what was being saved was msested, athcr pmatdi or publidv It 
Would plan investmenL and if nece ssa r} enforce its decisions in the 
pn\ate sector b\ powers of control and b\ loan and tasabon policv 
This Board would male sure that mdustn became more cScient 
insofar as imestmcnts in new machmerv and powor s\-stcris could 
male it so and would expand the productue equipment of the 
count!) without permitting wade fiurtuabons m capital eipendh 
hires 

Su W iHiam also fasors the expansion of public onne^hip of n- 
dustn for two main purposes first, to increase the extent of direct 
gosemment control os-cr the stabflization of imestmcnt and pm- 
duchon, and second to remose the esd of pmatemonopob which 
fiequ'mth restricts output b\ the mamtcnancc of pnres in the in 
terest of profits Besendge u not a doctrinaire soculist and docs not 
adxocate on pnnciple the soaalizabon of all means of production 
He learn open the question whether this will ulbmatch be ncccs- 
an but argues that the sort of measures he fasors would be tquaHv 
applicable other m an economy charatteiraed brrrb b\ pmatc 
enterprise or m a socialiaed cconomj His support of rulionaltaticn 
of m^ndual industries is denird partly from the new cn’ertaned 
esen bs dassial economists, that pmate monopoh is incompatibl* 
with the widest possible distribubon of goods and the highest possi 
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blc \olume of emplojTnenl Most economists nould agree that, 
wherever competition cannot be maintained, industry should either 
bestnctlj regulated in the public interest or should be owned by the 
public Sir ^^^illiam apparently regards public ownership as the 
simpler and more desirable alternative 
Beveridge recognizes the importance of expanding and stabilizing 
Bntain’s mtcmational trade fie would life to see this facilitated bv 
the right bind of international arrangements accompanied by full 
cmplojTnent policy in other nations But in any case he would have 
the Bntish government handle purchases of primary commodities 
from other countnes m order to stabilize their output and so to 
maintain the purchasing power of these countries for British ex 
ports This suggestion looVs toward the bind of bilateral trade agree 
ment or barter arrangement which wxmld be outlawed b> the desire 
of the United States government for multilateral international trade 
on a free competitive basis and without restnctions 
The Bevendge program is more ambitious m Us objectives than 
the ofhcial employment policy He seeks not merely a high level of 
employment, but full employment Full emplojTncnt means, in his 
definition, ‘ having alwaj's more vacant jobs than unemplojcd men, 
not slightly fewer jobs It means that the jobs arc at fair wages, of 
such a bind, and so located that the unemployed men can reason- 
ably be expected to take them, it means, by consequence, that the 
normal lag between losing one job and finding another will be very 
short” It would be impossible m any economy chaiaclenzed by 
technological change and dev elopment to avxnd Unemployment al 
together, because there would always be shifting from declining m 
dustnes to expanding industnes or from one bind of job to another 
bind But Bevendge estimates that this desirable shifting will not 
necessitate at any one time the unemployment of more than 5 per 
cent of the working force, if his su^cstions are adopted 
Sir William points out a number of important advantages in a 
Situation where there arc always more jobs seeking men than men 
seeking jobs Society, he argues, should exist for the individual * A 
pcrton who has difficulty m buying (he labor that he wants suffers 
inconvenience or reduction of profits A penon who cannot sell his 
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labor IS in effect told that he u of no nsc The first d-fficultj oases 
annm-ance or Joss, the other is a personal catastrophe ** He argaes 
that when the'c is no dinger of imoluntary onemplojinent, bade 
nnions will be willing to forego piact ces that restrict produebon 
Thev will not oppose technical iTnpro\em*nb which in the past 
they has c feared because soch imp m ements has e made it necessary 
for men to seek n-m jobs Eesendge also cites the wcH recognized 
pnnciple that, when labor is scarce and wages are high the nse of 
labor-saving devices is stimnlatcd, whereas, when bbor is plentifn! 
and cheap men and wxmen are often cmploj cd at drudgery that 
should be the province of machines Finallv, a rnmimal amount of 
fncbonal oncmplovincnt would greativ reduce the burden on unctn- 
pIovTncnt insurance 

In general, employment resulting from demand for the services of 
thcwoikerhas a far higher personal and social value than cither lohs 
<rca*ed for the purpose of giving cmplovment, or compensation for 
hemg out of w ork People want not merelv the means of busing 
wbat tL<^ need m ord'i to sustain physical life, but the senm of be 
rng valued and of EUtng an important place Nothing could more 
directly contribute to inch a sense on the part of the workers tiun a 
demand for bbor which was greater than its lOppU so that the 
worker had an opportunits to choose among jobs at least as great as 
theopporiunits of the cmplovcr to choose among wmrkcn 

WTiat arc the implications for libertv of a program like this’ 
Bevendge argues that it impinges not at all upon ordinary civil 
Ibcrtics sc''h as freedom of speech religion and assemhh It docs 
not exclude the nght to bnng about pca'^cab’e change in govern 
ment It actaaB) increases freedom m choice of occupation and la 
the marugcm*mt of a personal incom* The program would not to- 
tarn complete freedom to engage m pnvafe business en’crpnsc, but 
Ih s fmedom a bound to be 1 mifed in anv case 

Nevertheless these freedoms mmt be ccc'ciscd rcsponsiblv tf the 
fuB-cmp’ovmcrt policy is to wo'L While people retain the demo- 
ciatjc right to change thar government, thac must be a reasonable 
contmu ty of the economic polics of tlut govemmert Mbile 
woilen may combine and engage m col’ect vc bargaining, the ad 
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ditjonal bargaining power which full emplojinent would gi^e them 
cannot be used to push wages so high that inflation results The m 
creased freedom to change jobs should not lead to a decline of ncccs- 
sat) industrial discipline and a wastcfully high labor tumoser The 
freedom to dispose of one’s income must not be allowed to interfere 
with the necessary national balance betsseen savings and invest 
ment ^ 

Bevendge firmly believes that, with the proper institutions and 
socul conditioning responsfbilitj" of these sorts maj be developed 
No degree or kind of freedom can eier be ercrcised without a cor 
responding responsibility and a voluntary acceptance of social 
discipline That is the condition of retaining it To admit that full 
employment cannot work in a free socictv that a pohev of this kind 
would demand dictatorial action enforced by heavy penalties would 
be to assert that workers cannot rcallv be free and responsible mem 
bcis of society but must be driven to their jobs and forced to obey 
their supenors by the terrible and haunting fear of being left vvalh 
out work A society charactenzed by mass uneniployment is in 
reality very fat from free 

The left wing of the Labour Party believes that the reconstruction 
program and the mamfcnance of full employment cannot be 
assured without more progress towvird socialized ownership than 
Beveridge recommends The Labour Party itself has adopted a pro- 
gram advocating the nationalization of mines railroads, banks, land, 
iron and steel, and other basic industries Any senons attempt to cn 
act such measures will depend partly on political de\clopmcnts and 
partly on the obstructions which private enterprise may m fact erect 
in the way of the rcconslniction program Somewhere between the 
moderation of the White Paper and the program of the left wingers, 
an attempt to effectuate full employment will be made 

TFie government economists while not so optimistic of the out 
come as Sir William Beveridge expect to keep iincmploymcnt to 
somewhere between 5 and 8 per cent of the working force Tlicy 
argue that, at last m the transitional period the various rcconstnifr 
tion programs plus tlic demand of individual consumers will almost 
automatially produce the desired result and that, indeed, there is 
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hkd) to be a shortage of manpower rather than the rcreise For a 
longer term program, thej place heary reliance on the fact that the 
government wall directly control the activity of a brgc percentage of 
the construction industry as w dl as many other undertakings There 
IS little doubt in anyone’s mind that at least considerable progress 
may be made toward the nationally approved objective as far as the 
behavior of the internal economy is concerned The doubt in the 
minds of all is centered on the effect of international economic 
developments 
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As a matter of political strateg), however, it w-as thought best to 
make a piecemeal attack rather than raising the immensely complex 
problem 3$ a whole Currency stabilization was chosen as a topic 
with which to make a beginning, because there seemed to be little 
doubt of widespread approval of it, especially in the United States, 
and it was a concrete matter m which a large body of expenence had 
been gained before the war 

In some respects this decision was unfortunate International ex 
change is a highly technical subject which lies outside the expen 
cnce of most citizens, even of many who arc generally well in 
formed Only international bankers and economic experts arc 
familiar with its terms The bankers have both interests and 
prejudices to safeguard while many of the economists who have 
specialized m the subject are inclined to be conservative Any possi 
ble scheme for stabilization would be sure to embody provisions 
that would stimulate a technical controversy At the same time, 
those who really understood the subject would be left free to argue 
that the success of any stabilization pact would depend on policies 
and circumstances not covered by its text Those who opposed any 
specific plan could therefore contend that other and mote im 
portant matters should be settled first 

Discussion of cxcliange stabilization proposals has also been com 
fused by the fact that during the war there was little personal con 
tact or communication between Englishmen and Americans out 
side of oEcial circles Most Americans were completely unaware of 
the developments in British opinion outlined m the preceding 
chapters while most Englishmen were even more at sea than 
citizens of this country concerning our domestic postwar plans and 
prospects Even those who had a better knowledge of the other 
country than had the general public failed for the most part to 
undentand the under]}ing reasons for the opinions winch had come 
to their attention Yet proposals like those formubted at Bretton 
Woods cannot be intelligently discussed except against the back 
ground of the general economic requirements and policies of the 
two nations 

It is not the present purpose to make any argument either for or 
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against the Monetary Fund and the Intematjonal Bank, but rather 
to use that program as a good platform for discussion of the ex 
change stabiluation problem m general Some poliq or other must 
be followed m this field, and whatever is done is certain to be closely 
assooated with the more important international issues which are at 
stake The general public is not interested in minor technical details 
of procedure in the money markets but it is vitally concerned with 
the outcome of controversies which for some time happened to 
be centered on this ptoject because of the fact that it was one 
of the fint m which international economic cooperation was at 
tempted 

The experts in England and the United States who explored this 
subject began by making certain assumptions and recognizing 
certain ptobabnihes They assumed first of all that the mtemational 
gold standard, which had served before the Fust World War auto- 
matically to stabilize exchanges, could not be restored Even jf 
theoretically there remained a possibility of restonng jt, the strong 
and unalterable opposition existing m England would have made 
that course impossible TTicy also assumed that after this war the 
immense dislocations which the economy of the world had suffered 
would lead to even wider fiuctuatians m exchange values than had 
occurred in the interwar penod, unless international action were 
taken to prevent them Fmallj, they assumed that what was desired 
was not merely emergency action of the sort which might be im 
proviscd to meet a situation regarded as temporary — like the stabili 
zation agreement that preceded the war — but rather a charter or 
constitution for an international monetary organization which 
might mark a permanent advance in the method of handbng the 
problem 

The next step was for each of the two nations chiefiy concerned to 
formulate a suggested plan of its owm so that discussions could be 
advanced on the basis of definite proposals Lord Keynes supervised 
the work m Bntam and Mr Hany D ^^^llte of the Treasury De 
partment was chiefly responsible for the American draft Although 
both plans have been supeneded by subsequent negotiations, it is 
well to pause a moment m order to note their leading characlcnsbcs 
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This IS particularly true of the Keynes pbn since much less of it was 
embodied m the Brclton Woods draft 
The KejTies plan wns a development from the ordinary banking 
practice used in transferring pa)'ments w ithm a nation Only small 
payments are customarily made by the transfer of cuncncy or bank 
notes What normally happens in business transactions is that the 
buyer draws a check against his account in a bank and the seller 
deposits this check to hts account Essentially the transfer is thus a 
bookkeeping transaction Pajments from one bank to another are 
handled by a clcanng process which is also a bookkeeping transac- 
tion Esen when bank deposits are increased by loans extended by 
the banks this result is accomplished by the entry of figures on the 
accounts kept by the banks for their customers Keynes suggested 
that an international clcanng union be set up which should open an 
account for every participating nation WTicneser a country had to 
make a payment to settle a deficit in its international trade a debit 
would be entered on its account and an equivalent credit entry 
would be made on the account of the nation receiving the payment 
Tlie accounts were to be kept in terms of a new international unit 
of currency to be called the bancor The exchange value of each 
nation s cunency was to be stated m terms of this unit Naturally, 
there had to be some limit to the amount any given country could 
draw as there IS inordinary banking accounts This limit was set at 
a relatively large figure — 7; per cent of the country s average foreign 
trade turnover during the last three prewar v cars 
Tlic first purpose of this pbn was to offer every nation confidence 
that it could proceed to buy abroad what it wanted without limiting 
its purchases by consideration of the amount of foreign exchange 
which would become available to it as a result of its exports The 
reasoning was that if world trade were to expand the emphasis 
must be placed upon buying rather than upon selling For the world 
as a whole exports and imports wall automatically balance because 
a purchase by anvone means a sale by somebody else One of the 
principal (1 fficultics m the past has been that worry about acquiring 
the means of pj)mcnt has caused nations to limit their purclusa 
abroad 
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It vns necessary to set a limit somewhere to the amount which a 
given nation might buy by such booh entnes since otherwise its 
credit would eventually suffer in the countries that supplied it, or 
the clcanng agency might become merely a scheme for permitting 
some nations to h\e on the chanty of others Keyn^ recognized that 
m the long nin the account of any single nation must be balanced 
He suggested relatively large quotas however, in order to stimulate 
confidence and set the world trading system going amid the dif 
ficulties and uncertainties which would succeed the war In essence, 
the quota was similar to a bank credit which might be established in 
favor of an individual depositor 

What was to prevent a nation from exhausting its quota and then 
facing a sudden collapse m its means of payment? This could hap- 
pen only if the value of its imports exceeded the value of its exports 
for a considerable penod Such an outcome might indicate that the 
exchange value of its cunency had been set too high The neces- 
sary remedy would then be to allow it to depreciate its exchange If 
the system were to work, however, this remedy could be permitted 
only if other remedial action of a desirable nature could not be» 
taken, since the purpose of the whole plan was to stabilize exchanges 
and avoid their competitive depreciation 

Under the gold standard, what happened when a country had ex 
hausted its means of payment for imports, and did not depreciate 
the gold value of its exchange, was that it had to buy less or sell more 
or do both If it bought less, it both reduced the amount of goods 
availahle for its population and exerted a depressing influence on 
world trade It could sell more only by reducing the prices of its ex 
ports, and this usually meant a reduction in its internal prices and 
wages Thus, the pressure of the gold standard on a deficit country 
iwas exerted m a deflationary direction, both as regards its foreign 
transactions and as regards its internal economy 
There is theoretically, however, another possible remedy That is 
for the nation or nations having a surplus in their international ac 
counts to buy more abroad, and thus supply more exchange to the 
deficit countries Such a course would obviously be preferable to the 
deflationary one, not only from (he point of view of the nations hav 
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mg deficits, but for the purpose of expanding world trade The 
KejTies plan therefore su^ested that when there was danger of a 
deficit country's exhausting its quota, the clearing onion exert 
pressure on the countries walh surpluses to balance their foreign 
paj-ments Exccssn e surpluses were to be made subject to fines The 
surplus countries might adopt a number of policies which would 
benefit w otld trade as a whole and relieve pressure on the deficit 
countries They might for instance, encourage imports by reducing 
tariffs They might enlarge the demand of their populations for im 
ported goods by establishing full emploj-ment and thus increasing 
the national income Or they might help to increase production 
throughout the world by enlarging their foreign imCstmcnts The 
transfer of capital abroad in this case would offer additional means 
of pajment to the deficit countnes 

The White plan was built upon the exchange stabilization that 
had been practiced before the war It was far less imaginative than 
the Keynes plan m reaching out for the fundamental causes of dif 
ficulty, and offered no promise of doing anjlhing more than keep- 
' ing exchanges steady for short terms pending the adoption of more 
fundamental measures to rectify any long-continued bek of balance 
in international payments It proposed, instead of an international 
clearing union a stabilization fund to which the several nations 
would contnbute gold and currency Tlic size of the contnbufions 
was to be set with some relation to the resources severally available 
This fund was to be used m such a way as to countcrbabncc 
temporary disparities between the supply of, and the demand for. 
the various currencies 

After much discussion of these two pbns and conferences among 
the financial cxp«ts the final draft of Bretton Woods was adopted 
It follows the Wlutc proposal in setting up an International 
Monetary Fund but makes some concessions to the British point of 
view as represented in the Kejnes plan Nations having deficits in 
their international accounts can draw on the Fund to the extent 
of their contributions to it, which arc to be made m the form of 
gold and their own currencies llie quotas thus set arc much 
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smaller than under the Keynes plan The fact that a country can 
acquire a certain amount of ability to pay its foreign debts, in excess 
of that arising from its own exports, by paying its own currencj’ into 
the Fund amounts to a credit extended to it on international ac 
count 

This plan, like that suggested by Lord Kejmes visualizes the pos- 
sibility that a deficit country might eventually have to depreciate its 
exchange It can do so within a hmit of lo per cent, on its own 
tmtutne Permission of the international governing body, however, 
IS to be required for a larger depreciation, and this permission can 
not be granted before other measures are tned 
The chief means of remedying a deficiency of purchasing power 
on the part of the nations having insufficient foreign exchange is, 
under this plan, somewhat different from that which normally 
would occur under the gold standard The currency of any country, 
which, by developing a surplus of incoming payments, creates a 
scarcity of its money for the use of other countnes, can be de 
elated “scarce” by the governors of the Fund In this event the 
scarce currency can be rafaoned by the Fund among those of its 
members who need it, and they can restnet their purchases from 
the country in question in accordance w ith the amount of the scarce 
Currency available to them 

Before the war, when a cuncncy became scarce, the nations which 
needed it in order to purchase abroad might for a while continue to 
go into debt through bek of it, and so further endanger their 
liquidity The ultimate outcome, however, vvas sure to be enforced 
restnction of purchases from the nation which did not buy or lend 
enough The only apparent diff^erence between the Bretton Woods 
device and what would normally happen, therefore, is that under it 
the restnction of purchases might be inaugurated promptly enough 
to avoid hopelessly vmbabneed payments, and might be made in a 
pbnful way under international agreement Even this procedure is 
almost exactly the same as that employ ed by the sterling area during 
the war Among the countries belonging to it, the scarce carrencies 
were not avaibble for expenditure according to the wish of the 
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individual nations, but were pooled and allotted according to 
schedules of vs’ar pnonties In this way they were made to go as far 
as possible m serving the most essential ne^s 
What lies behind the words of the scarce-currency clause, there- 
fore, IS an implicit concession by the United States that the joint 
excliange control of the sterling area — or any similar group of na 
tions — may be continued or revived after the war, m spite of any 
promise to avoid discriminatory practices, if dollars then remain or 
become scarce This was a concession to the British need for some 
defense against the consequences of a long-continued Amcncan ex 
port surplus Something slightly more constructive is also implied 
Formal international action declanng a currency “scarce” might 
evert some pressure on a surplus nation to supply more of its 
currency For notice would be served upon it in advance that, if it 
did not do so, its exports would be restricted 
Tlic United States will probably be the only important nation 
afterthe war whose currency may become scarce, just as it was before 
the war If threatened by loss of exports because other nations do 
not have enough dollars to buy as much in this country as before, the 
United States might make more dollars available to the Fund, that 
is it would make what would amount to a loan to the other coun- 
tries in question Tins however, would be a temporizing measure 
and might easily be of doubtful wisdom The sounder possibilities 
would be exactly the same as under the Kq-ncs plan Tim countiy 
might increase its purchases abroad through reducing its tariffs or 
cnbrging its national income by a full-employment policy It might 
decrease its exports if these were being stimulated by subsidies Or 
it might increase its foreign investment in productive facilities Any 
or all of these measures would help to expand world trade and to 
maintain standards of hung in the deficit countries 
llic Bretton Woods plan pledges the participating nations to 
forego competitive exchange depreciation and to avoid diswimina 
tory practices, with the exception of those authonzed under the 
scarcc-eufrcncy principle 'Fhe intention is that all nations shall 
work under it toward the ideals of multilateral trading Tlie nations, 
however, are to be allowed exemption from this restriction for ihc 
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transitional penod of fi%'e jears, dunng which some of them at least 
will ha\e to adopt special measuies to recover from the disloca 
tions of the war 

TheBretton Woods draft supplemented the Monetary Fund by a 
proposal for an International Bank for Reconstruction and Deielop- 
ment The purpose of this Bank is to facilitate a revival of inter 
national investment Its capital is to be contnbuted by the partici 
pating nations according to quotas set by the conference It can 
make loans in any part of the world for productive purposes, or 
may guarantee such loans made hy others It can not, however, 
make loans from its own resources in cases where the prospective 
borrowers are able to obtain the money from pnvate lenders on 
' reasonable tenns All loans made or guaranteed by it are to be 
backed dollar for dollar by its capital which is set at lo ooo ooo ooo 
dollan This amount therefore will limit its possible effectiveness, 
unless the capital should be increased or the regulations changed 
The proposal for this International Investment Bank looks in the 
direction of expanding world trade It also offers an instrumentality 
for encouraging the foreign investment which may be necessary to 
balance international accounts and so to relieve strains that other 
wise might prove to be too heavy for the Monetary Fund In a sense, 
therefore, it is a necessary companion to the Fund Just as it is 
probable that dollar exchange may become scarce it is also prob- 
able that the United States will for some ^ears be almost the only 
nation wuth a surplus of capital available for investment abroad 
The Bank can stimulate such inv’estmenls, and by so doing help 
lo relieve the shortage of dolbrs The advantage of this arrangement 
to Amcncan investors would be that their loans wtiuld be guaranteed 
by an international governmental agency and would in case of de- 
fault be made good out of funds contnbuted by all the participating 
nations 

Under the plan proposed the Bank miglit not be able to carrv on 
nw\aTTji*jvJniri' nTsesftmmt oir AV ^Cnrts or Aj tAc extent required 6y 
the situation As wathm a national economv, there are likely to be 
possibilities for development which would be perfectly sound 
financial!) and would benefit everybody concerned and yet would 
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not be made by pn«te in\eston on temK which it would be possible 
for the borrowers to pay The limits of the Bank's capacity to lend or 
to guarantee loans are small in relation to the probable need It has 
been argued in support of tlie plan that it would be well to begin as 
conservatively as possible and then to enlarge the scope of the in- 
stitution after it has established confidence in its ability and 
solvency, and as the need develops It is also possible that a public 
institution of this kind would blaze the trail for lending institutions 
set up by single governments, like the Export Import Bank in the 
United States, or for pnvate investors who would not need its 
guarantees 

It should be noted that, in the past, the Eitport Import Bank has 
usually made loans to foreign countries only with the understand 
rng that the proceeds be spent for American goods, its otplicit pur 
pose was to use Amencan capital to push American exports Such a 
practice was }ust as discriminatory, and just as much an interference 
with free multilateral trade, as were British or Gennan bibtcral 
trade or cleanng agreements, which it is the evident intention of the 
United States to outhw in the future The great advantage of an 
International Bank m promoting the free competition which the 
United States officially favors is that its loans would presumably not 
be ‘ tied ' in this way 

Thus China, let us say, might borrow through the bank funds 
originating in the United States and spend them for machinery 
made in England What, it may be asked, would be the advantage 
of such a procedure m the United States? This is exactly the same 
sort of question the Bntish ask when they inquire why they should 
buy Argentine beef, only to have Argentina spend the proceeds for 
Amcncan automobiles In both cases the restrictive remedy ts an 
exclusive dicker between the two nations concerned In both cases 
the answer of the advocate of multibteral trade is that all nations 
will eventually gain more if available money is spent where it can 
buy the most and best at the lowest pnee Thus, m the instances in 
question, the United States might put up the money, China might 
use it to buy Bntish machinery, Bntam might use the money so 
gamed to buy Argentine beef, and Argentina might round the circle 



145 


The Dollar and the Pound 

by baying American automobiles with the proceeds Each nation 
would buy what it really wanted where it could buy that product to 
the best advantage 

R^rdless of the detailed provisions, which may be amended 
from time to time or changed altogether, the mam significance of 
the proposals for the Bank and the Fund lies m the fact that they 
embody what is intended to be a working compromise between 
the foreign trade doctnne of the United States and that of Great 
Bntam In the draft agreement Britain surrendered the nght to use 
the discriminatory practices that would be essential if she were to 
build up a separate trading area in an attempt to insulate herself 
against the Amencan economy She did this at least for the long 
run, by promising to forego such practices after the transitional 
period The United States, in return, conceded the nght of Bntam 
to cxcrase certain bnds of discnmination’ dunng the first five 
years, agreed to permit hmited flexibility m the exchange values of 
cunenaes within the framework of stahili2ation and under inter 
national control, and evinced at least an elementary recognition of 
the Bntish belief that a healthy and balanced world trade cannot be 
achieved merely by the removal of bamen, but requites also 
measures that will promote expansion, such as an increase of invest 
ment in productive undertakings and an enlargement of imports on 
the part of any nation which maintains an export surplus of 
sufficient importance to exert a downward pressure on the currencies 
of other nabons 

Such 3 compromise naturally does not sahsfy either the conserva 
bve extremists m the United States or the extreme advocates of m 
sulation against our economy in Bntam Those m Amenca who still 
adhere to classical doctnne believe that the mam requisite is inter 
national freedom of trade on a multilateral basis and that, once this 
is established it will be possible to go back to the gold standard 
They distrust all departures which would substitute any degree of 
interoabonal jilannin^ or consaous pohc} mabr^ for the 
mabc” adjustments that the gold standard is supposed to effectuate 

If a defiat developed in the mtcmabonal accounts of Bntam and 
as a consequence the exchange value of sterling tended to fall they 
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would like to see Bntatn refuse to allow her cunency to deprccutc, 
and remedy the lack of balance m her mtemational pa)-mcnts bv 
permitting deflation and unemploj-ment at home This, according 
to the classical theory, must be the result of losing gold to meet a 
deficit m exchange pa)Tncnts A shrinking gold resene means that 
the banks adhering to a ngid gold standard cannot distnliule so 
much cunency and credit, this m turn is supposed to check business 
activih and to cause a surplus of supply over demand m the markets 
for labor and capital which nail lead to a reduction of wages and 
prices Then, it is supposed, foreigners will find it cheaper to boy 
what they want in the nation m question, its expiorts will be m 
creased while its imports fall and eqoflibnum mil be restored m 
the exchange value of its currency This outcome mil in turn put a 
brake on the deflationary forces 

If, on the other hand, the nation suffenng a defiat in its interna 
tional pa),Tncrits attempts to combat such a deflationary influence 
by keeping up its pnees and employment — as Lord Keynes and the 
British government now intend to do— the classicists hold that the 
pressure on the exchange value of its currency cannot be removed 
unless it devalues its money The Americans who object to the 
Keynes policy do not want to support that policy in England 
through any exchange agreement by which American credit would 
be used to bulwark sterling m such arcumstances To the British 
retort that an equally good remedy, even under the old theory of the 
gold standard would be for the nation which had a surplus of ex 
change to maintain full employment so that it could buy more, the 
Americans in question would reply tliat they do not approve of the 
Keynes fiscal policy in the United States cither 

An editorial writer in the New York Times expressed this point of 
view in commenting on the British White Paper on Employment 
Policy 'The British proposals,” he WTOte, ‘ imply a policy of cheap 
money, currency expansion, and defiat spending, all of which must 
endanger any previously established parity for the British pound 
sterling” Me asked whether other nations partiapating m thePend 
"can be expected to underwrite such plans and in effect to support 
such domestic policies ” No doubt this wntet was thinking speafi 
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cally of the clause m the Brelton Woods agreement %vhich sanctions 
changes m exchange rates necessary to correct ‘ fundamental dis 
equilibnum,” defines lack of liquidity arising from full employment 
policies of a member nation as “fundamental disequilibrium ” and 
specifies that no objection shall be raised to a proposed change m 
exchange rates ‘ because of the dom«tic social or political policies 
of the member proposing the change “ (Article LV, Section 5, (f)] 
The suggestion that Britain ought to be obliged to undergo defia 
tion in order to maintain the exchange value of its cmrency is in 
dignantly rejected by British opinion of all vaneties Tliere is too 
vivid a memory of the decline in export industnes occurring between 
the wars, when Bntain returned to the gold standard at what is now 
regarded as too high a panty Any British leader foolhardy enough 
to suggest a repetition of this experience would suffer political 
echpsci if for no other reason than that it would make impossible of 
achievement most of the reconstruction plans to which all are com 
mittcd 

It particularly infunatcs Englishmen when such a suggestion 
comes from the United States This looks like an attempt on the 
part of^Amcncans to dictate the internal policy of Great Britain 
And it assumes a superior economic wisdom on the part of citizens 
of a nation which handled its economic affairs so recklessly after the 
last war as to plunge Bntain and the rest of the world into depres 
Sion Bland effrontery could, it would appear, go no further Amen 
cans who oppose plans like the cleanng union or the monetary fund 
because they would prefer that Bntain return to the gold standard 
and surrender her pledge of full employment ignore the fact that 
this IS not the alternative Bntain will under no circumstances rein 
state the gold standard She will depreciate or discnminate as much 
as she may please, if no international agreement can be reached 
which seems to offer her another escape from unemployment If 
Brelton Woods docs not provide this escape, she will withdraw 
from the or^nezatton, as she has the rrgfi f to do 

The more extreme British advocates of economic independence 
dislike the proposal for an international monetary fund evolved at 
Brelton Woods because they think it ties their nation too closely to 
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something like the gold standard They wish to have the power to 
deprecate their nirrency, if they believe it wise to do so, without 
obtaining the consent of an mtemational body in which a hrge 
power would be exercised by a ration from which such sentiments 
have been heard They do not relish the promise to embrace mem 
bership in a worldwide multilateral trading system including a 
nation which they expect will exert a deSationaiy influence, either 
by design or by blunder They are convinced that the United States 
will havx: another great depression, and they do not wish to waste 
time in futile cooperative gestures, but rather to set about the task of 
insubting themselv cs from it without further ado 

It is argued by British supporters of the Bretton Woods draft 
agreement that nothing in it specifically forbids the long term buy 
ing arrangements which are advocated as a means of msunng the 
British supplies ot food and taw materials from abroad, and of mak 
ing sure that they would be paid for by exports of Bntish goods to 
the countries of supply Whether or not the argument « well taken, 
agreements of this kind would certainly violate the spirit of an en 
gagement to return to multilateral freedom of trade Moreover, the 
Bretton Woods draft specifically outlaws the continuance of ex 
change control after the five jear transitional period But bilateral 
purchasing agreements cannot be expected to operate well without 
the machinery for exchange clearing which accompanied them be- 
fore the war The new proposals oSer a substitute for this machinery 
only on a multilateral scale, which would not suffice to balance pay 
men ts between tw 0 particular nations 
British advocates of the international plan which was agreed upon 
at Bretton Woods point out that it would allow Britain to depreciate 
her currency if the necessity should arise, and would do so in such 
a way as to protect her against the retaliation, that would follow if 
there were no general agreement on the rules covenng such action 
Before the war, if one country depreciated its exchange in order to 
gain adiantage in the competition for exports, other nations might 
be expected to restore their competitive position by following its 
example Offsetting measures of other kinds were also open to them 
Tlie United States did, as a matter of fact, devalue the dollar after 
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Bntam ^ent o5 the gold standard, although Englishmen believed 
that ovczvzlmtion of the pound in relation to the dollar was one of 
the chief causes of then difficulty If m the future, however, the 
exchange value of the pound were to be reduced by consent of the 
governing body of an exchange stabdization orgamration under 
which no nabon could depreciate its currency without permission, 
competition of this sort would be eliminated 

No raduenhal school of economic thought holds that exchange 
depreciation is desirable, except as a possible measure to remedy a 
lack of balance in payments which cannot be obviated m any other 
way Even if Bntam should strive to insulate herself against the 
Amencan economy through the creation of a separate trading area, 
exchange values would be stabdized within this area Both those 
leaders of Bntxsh thought who favor the Intemahonal Monetary 
Fund and those who oppose it agree that the basic requirement for 
stability m exchanges wnuld be an economic policy on the part of 
the United States which wnuld lead to a balancing of exports wrth 
imports, and so would avoid any scarcity of dollars m the w orld mar 
keb In mauitammg such a balance of payments, sound and produc- 
tive foreign investments on the part of the United States are not, of 
course, excluded 

Any assurance that the United States will follow a policy of bal 
anang its tiade is lacking m the Bretton Woods agreement as well 
as m any other Amencan commitment The Bntish opponents of 
mnltilateral trading are left free to argue that an Amencan depres- 
sion IS in prospect, that the United States is not likely to maintain 
full employment at home, and that as a consequence this country 
wiB be almost certain to seek to export its unemployment by mam 
taming an export surplus of goods The Bntish advocates of co- 
operation with the United States are left in a weak position by 
bek of ability to show that such an outcome is improtefate They 
must argue that on grounds of long terra policy Bntam ought to 
lake the chance Their opponents believ’e that the chance is too 
great, and that the consequences of an unlucky gamble would be 
disastrous 

As economic theorists m both nations have demdnsbated, neither 
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the gold standard nor any de«ce » hich maj be subsbtuted for it an 
asoid monetary diEnnrlties unless the two chief trading nabons pur 
sue substantially the same economic and fiscal policies Any agree 
mcnt on exchange stabilization is certain to brat down in the 
long run if, while Bntain is committed to full employment, the 
United States suFers defiabon Economic cooperation between 
them cannot continue unless they both unite m choosing one of 
two fairly clar altemabves The first is that suggested oy the New 
York Times — that they permit deflation to do its work and rely otf 
the "automabc economic forces postulated by the classical theoncs 
to restore equilibrium Tbe second is that they both espouse the 
program of maintaining full emplonnent by planned expansion 
and stabilization of spending and msestment 

Responsible leaders in both countries recognize the danger that 
an economic spirt may occur and see that it would be extremely dan- 
gerous to both But the future may not be entirely under their con- 
trol No matter what agreements they may reach with ach other, if 
a slump in the United States should bring uncmplaymcnt and a low 
standard of liiing to the Bntuh people. Parliament would not be 
likely to support their view Apprehension of an Amenan slump is 
deep jnd widcsp'-ead If the esent should bear out the far prevail- 
ing British opinion would almost certainly hold that the rest of the 
world must be organized to resist Amencan economic infection, just 
as dunng the war the rest of the world was organized to resist Cer 
man military domination. 
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So far have been discussing the more general aspects of eco- 
nomic policy like cmplovment, investment, and monetary control 
Thcreare, however, certain specific points at which fnction between 
the United States and Great Bntain is Ulely to generate a maximum 
amount of heat, if they pursue opposite courses These points can 
readily be identified We may taVe a few of them as major examples 
One IS food, of which Bntam is on balance a consumer and the 
United States a producer Producers and consumers are necessary to 
each other, but if harmony between them is to exist, they must teach 
a satisfactory bargain on pnees and quantities Fnction of a some 
what different kind has ansen in the areas of civil aviation and ship- 
jJing In these areas, though the citizens of both nations are of 
course consumers, they both have an excess capacity which they 
wish to sell for the service of others Finally , w e hav e cases like those 
of rubber and petroleum, in which there is likely to be nvalry over 
the control of natural resources and their equitable distribution 

The food problem w’as the Erst one to be attacked by those at 
templing international postwar plannmg The spmt in which the 
attempt was made was extremely far sighted, because narrow na 
tional interests w ere subordinated to the needs of the people of the 
world as consumers. Adequate nutrition was placed in the fore 
ground rather than differences between limited groups or nation^ 
having Special interests 

The International Food Conference at Warm Springs, Virginia, 
occurred m a world whose articubte upper strata were more con 
cemed than for j-ears with the problem of getting enough to cat 
Even in the United States, the best fed country m the world, house 
wives were conlnving how to stretch their red and blue coupons 

1d1 
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around the weekly menu, if indeed meat, butter, eggs, potatoes, and 
fresh vegetables were momentarily available at all Black markeU 
and ceiling prices were in the headlines daily, while strikes multiplied 
because of a nsmg cost of bving caused almost exclusively by m 
creases in food prices 

People generally accepted this situation as an accompaniment of 
war without having any clear idea as to its causes Vet in what sense 
did the war affect our food^ No enemy devastated our food growing 
regions Nor did war cut off important sources of supply from abroad, 
or even dimmish them, with the exception of a few items relatuxly 
unimportant m an adequate diet, such as coffee and bananas In 
general, we arc a food-exporting nation, and the mam effect of the 
hostilities was to make it difficult to export as much as usual Wc 
were, to be sure, helping to feed our allies, but Bntam ate less than 
in peace and raised more, and it was a physical impossibility to ship 
enough to Russia or China to make much of a hole in our stocks 
Lend Lease dunng the war in Europe took no brger percentage of 
what wc raised than the exports of a normal peacetime year Mean- 
while, in sq^2 we raised nearly a quartet more food than usual ^ 

Far from hqving a diminished supply of food, we had an increased 
supply What the war did was to enlarge the demand, not so much 
to feed foreigners as to feed American citizens The army and navy 
bought large quantities, but only to sustain m good health men and 
women who always were dependent on the produce of Amencan 
farmers It is true that the military accumulated surplus stocks, but 
there is a limit to this process except in the foods that will keep 
indefinitely Wage earners were at last fully employed at decent 
wages They were buying more and better food than they had pre- 
viously been able to afford What created the shortage in the market 
was mainly the fact that for the first time in years millions of out 
fellow<itizens were getting enough to cat 

The dramatic implications of this fact of our daily experience 
were almost beyond calculation During the depression we used to 
talk of the paradox of want in the midst of plenty There was want, 
all light, much more of it than m w artimc But there was not plenty, 
in the sense of too many farms and too many farmcn, except poi- 
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sibly in the case of a fen products like wheat What did exist were 
market surpluses impossible to sell, at pnees that would bnng a 
living to farmers, to a w'orld impoverished by unemplojment But 
if wc had then been forced to share what food there was as nearly 
equitably as we did later the rationing of the scarcer foods would 
have made our wartime tables seem like groaning boards 

If this was true m the United States, think of the situation in the 
many other countnes where standards of life are lower, where nutri- 
tion is less adequate than here even in normal times and where the 
war brought catastrophic decrease of production Think of the sig 
mficance of this shortage to postwar planning And ponder for a 
moment the inescapable conclusion that what we are used to calhng 
the farm problem is not really a farm problem at all, m the sense 
that It can be solved by remedial measures directed at the agncuh 
tural regions It is rather a problem of increasing the purchasing 
power of the consumers of farm products, of clearing the pathways 
of distribution, and of finding out how to produce more and better 
food more economically 

The Intcmatjonal Food Conference had on its agenda the most 
basic need of the most fundamental of the four freedoms — freedom 
from want You would not have known this from anything the news- 
papen or the more vocal congressmen said about it m advance You 
would have thought that it was some kind of dark conspiracy of 
wicked diplomats, aimed pnncipally at violating freedom of the 
press by seeking to maintain some privacy for its picliminaiy discus- 
sions The columns devoted to the greedy clutching for ‘ news” on 
the part of the lords of the press — news apparently being conceived 
pnncipally as exploitation of the conflicts that wxue expected to 
del clop— took the place of the real news which a more imaginabve 
press might bare pnnted to fllummate the immensely important 
background of a conference of this kind 

The conference was not composed of diplomats, or of representa 
ti\ es with pow ci to commit their respective go\ emments to anything 
at all It was composed of able experts, and was exploratory in ru 
turc It was expected to lay down the fundamentals of the problem, 
and on that lasis to make recommendations to the forty fohr na 
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tions participating The action to be recommended was to be cat 
ned out partly by prospecln e mteraational agencies, but mainly by 
the several nations, each within itself This expectation was hand 
somely fulfilled The conclusions of the conference hit straight at 
the heart, not only of the specific problem set before it, but of the 
central problem of building a world economy that could justify call 
mg the international conflict a people’s war If its successors do half 
as good a job, the United Nations may endure as the organizer of 
peace and plenty 

Tlic section on distribution for instance, began by pointing out 
that freedom from want cannot be achieved without freedom from 
fear” This is true in a concrete and tangible waj, because fear of 
aggression has caused wasteful employment of men and materials 
and has raised bamers to international trade Therefore collective 
secunty is a condition precedent of all else 

Next was emphasized the dependence of agnculture on full cm 
ployment in industry An expanding economy must be achtesed if 
food IS to be plentifully raised and distnbutcd ' Expansion of in 
dustry on a sound basis in undeveloped and other areas and equality 
of access to materials and power arc indispensable to any compre 
hensivc plan for advancing agnculture” This basic point was one 
which our farm blocs and even our New Deal failed fully to under 
stand 

Only after establishing these pnnciplcs did the section on distn 
button go on to consider such relatively technical matters as the 
restrictions on trade, the need for cqutlibniim in international bal 
anccs of payments, the management of currencies and exchange, 
and mtemational measures to stabilize commodity markets 

TIiC entire program was oriented about the inadequate nutrition 
which we know, according to modem scientific standards, exists 
throughout the world — in the United States as well as in other conn 
tries, and in peace as w cll as m war 'The report presented these facts 
in considerable detail and called for more investigation of the sub- 
ject It recommended not only international measures, but the ac 
ccptance by each government of the responsibility to improve the 
diet of its own citizens by such instrumentalities as social security. 
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"direct action to male protective foods available free or at low prices 
to groups vsith inadequate diets," special measures for "pregnant 
women, nursing mothers, infants, children, aged persons and those 
with low pay " All this to accompany cleanng the channels of distn 
bution, and encouraging the production of those foods which are 
adapted to the soil and climate of each country 
The need for better diet may be illustrated by the situation m the 
Latin Amencan countnes, where the deficiency of nutntion is cspe 
cially striking because most of them are exporten of food According 
to experts of the League of Nations, the consumption of milk and 
meat is extremely low in all these nations with the exception of Ar 
gentma, Uruguay, and Paraguay None of them consumes enough 
butter There is a marked lack of fruits and fresh green vegetables 
in the Latin Amencan diet Though the figures are far from com 
plete or representative, being based m some cases on total produc 
tion or exports rather than on domestic consumption, the following 
table indicates a startlingly low standard of nutrition in Latin Amer 
ica It reveals the percentage by which Latin America (excluding 
Argentina) falls short of the standard existing on the average in Eu- 
ropean and North Amencan countnes, plus Argentina 


Profeefne Foods Energy Foods 


Butter 


Sweet potatoes 

- 556 % 

Eggs 

—86 6% 

Oil 

— 767 % 

Vegetables 

~7Sd% 

Potatoes 

—684% 

Cheese 


Wheat 

—54-4% 

Milk 

-570% 

Sugar 

— 450 % 

Fruit 

—30 x% 


Wliflc the Latin 

Amencan nations thus rank far below 

the more 


highly industrialized regions, they probably stand above India, 
China, and other parts of Asia, especially if the famine years are 
taken into consideration And it must be remembered that there is 
still a large margin for improvement of diet even m the most ad 
vanced countries, as the war experience of Britain and the United 
States has demonstrated 
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If adequate nutrition were achieved, the burden of farm surpluses 
which has caused so much hardship to the producers over the past 
decade would largel) disappear ’To provide the food needs of 
mankind will require a vast increase m food production in c\ciy 
land ” Indeed, the production section of the conference concluded 
that nonfood products of agriculture as well will base to be cx 
panded if the gap is to be narrowed between the consumption 
standards of the highly industnalizcd regions of the world and the 
others, such as China, India, and South Amcnca 

'The report did not stop wath general recommendations such as 
these It called for an intcnm commission, to be set up immediately 
by the several governments, each sending a delegate, which would 
by the pbns fora permanent body to be called the United Nations 
Food and Agriculture Organization 'These pbns have now been 
completed It also recommended emergency action during the war 
and m the liberated regions 

It wall be seen that the conference did not pbn to "give away a 
quart of milk a day to every Hottentot,” but rather to bnng about 
increased production and sales of food to those who need it, as a 
responsibilit} of each nation to its own people Nevertheless, it ac- 
knowledged that undcmutntion may persist for a long time in 
some countries engaged m developing their own agriculture and in- 
dustry but not >et able to produce either enough food for themselves 
or possessed of the means to acquire adequate amounts abroad " In 
such cases a part of world food supplies might be used to supplement 
the national distribution by such countnes But distinction should 
be made between famine conditions and general food inadequacy 
"Whatever is done in the bttcr case should be so handled as to as- 
sist the countries concerned in the longterm development of their 
own lutural resources " 

The pnnapal controversy which was expected to develop at the 
conference was bid on the shelf for future action Tor many jean 
the food-exporting rutions have been tiymg to restrict output in the 
interest of higher prices, while the food importing nations have been 
concerned with getting brger supplies It was foreseen, licrndver, 
that dunng the war and immediately after it the demand for food 
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would so greatly exceed the supply that the issue w-as not lihely to 
ansc m practical form, and could left to the permanent organiza- 
tion 

Ncieithcless it is interesting to compare the suggestions made on 
this point For some tune Amencan spokesmen ha^'C been promot 
mg mtemational commodity agreements A draft of a wheat agree- 
ment to take effect after the war has alreadj been prepared, though 
not ratified This plan takes its cue from the limitation procedures 
adopted mthin the United States during the depression It aims to 
maintain a pnee considered fair to the producers, to limit produc- 
tion to the amount which can he sold at that pnee, and to allocate 
(he international market among the lanous producing nations The 
Bntish, on the other hand, disapprove of such pnee valorization 
schemes for food, which are exactly like the monopolistic practices 
of cartels, at least in pnnciple They proposed, as a substitute, the 
idea of * buffer stocks," which would aim not at maintaining what 
they regard as an "artificial pnee ’ but at stabilizing the market as 
between good and had crop years The objective here would be to 
sell over a penod of years all that could be produced, at whatever 
pnee it might command in the market, provided the effect of ab- 
normal weather conditions were eliminated This purpose would be 
accomplished by buying and stonng surplus stocks in good crop 
years and selling them in poor years — an international "ever normal 
granary" as first suggested by Henry A M'allacc, but uncomplicated 
by any idea of panty prices 

There is here a real conflict of interest which may be expected to 
cause trouble m the future, if economic circumstances should be 
the same as in prewar days But if the mam recommendations of the 
conference arc earned out, and an expanding world economy is as 
smed the situation might be so different as to erase the controversy 

It was never possible to tell whether there was a real surplus of 
wheat in relation to people’s need for food as long as all consumers 
did not have enough money to buy bread What we had was mctclv 
a market surplus But when and if the purchasing power of the 
consumers is assured, it will be possible to ascertain whether the 
fatmers are growing more food than the public washes to consume. 
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It will be particularly possible to do so w ith a commodity lile wheat, 
the per capita consumption of which has a tendency to fall when 
standards of luing rise above a certain point, simply because people 
turn to more expensive foods Against the background of an ccon 
omy of abundance, then, a genuine overproduction of wheal may 
arise, and it may make good economic sense to turn land and labor 
into the production of something else for which there is a greater 
demand 

It must be added, too, that British interests are not always or cn < 
tirely on the side of consumers And the British and the Amencans 
have a common responsibility for too high a valorization of sugar 
prices, which condemns millions m the West Indies to work for 
commercial sugar growers when they should be raising their own 
food Sugar, by the way, is one of the commodities which the world 
IS likely to consume too freely for a babneed diet, since it often acts 
as a substitute energy producer for more valuable protective foods. 

Though the United States has been m the past a food exporting 
nation, it is now far from being the largest source of supply for the 
United Kingdom Of Britain's total imports of gram and flour in 
1937, this country supplied only 3 6 per cent Argentina furnished 
29 per cent, Canada was a close second with 27.4 per cent, and Aus- 
tralia was third with 15^ per cent Tlie United Kingdom in that 
year bought only 2 9 per cent of its meat in the United States and 
obtained the hon s share from Argentina, New Zeabnd, and Aus- 
tralia Dairy products were imported mainly from New Zealand and 
Denmark It would obviously be cmbartassiug to Bntim if a conflict 
of interest arose between the countries supplying her food staples 
and herself, because some of the more important ones are w ithin the 
British Commonwealth 

Her delegates probably advocated the principle of relatively free 
markets in this conference because the basic assumption was that 
there must be an expanding world economy, and Britain's power to 
purchase abroad would be safeguarded in such an economy If, how 
ever, the policy of the United States were dclnmental to general 
economic expansion and in addition we strove to drive too hard a 
bargain in the sale of our surplus grams and meat, Britain could 
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without much difficulty dispense with our contnbution to her food 
supplies and maVe long tenn purchase agreements with the Domm 
ions and Argentina The United Kingdom could easily insulate her 
self against the Amencan economy as far as food is concerned 

At the Chicago Aviation Conference the problem of adjusting 
American jvith Bntish interests in civil aviation w-as approached m 
a much nanower fashion than that of food had been at Warm 
Springs The necessities of individual consumers were not placed in 
the foreground because aviation is still in its infancy and relativelv 
few now mahe use of air passenger or freight facilities The principal 
interests considered w ere those of the nations or companies which 
expect to ^rn advantage by serving the potential future demand, re 
garded as a market Airlines and manufacturers of planes were eager 
to obtain favorable positions for growth m an expanding industry 
Nations were careful to protect their strategic stakes in a held of 
first importance m war and of high prestige m peace To Entain in 
particular, control of air power might be important in knitting to- 
gether the Empire, scning any future exclusive trading area, and 
making up in some degree for the loss of foreign revenue anticipated 
in shipping services 

The problem was of a new sort and conbmed many complexities 
Air transport is unlike transportation over railroads or highways be 
cause it docs not invoWe the building maintenance, or owTicrship 
of an expensive right of way Anyone with a plane can go anywhere 
through the air, as far as meteorological conditions permit, unless 
some government with police power stops him from doing so In 
tins respect aviation is more like shipping, since any seaworthy ship 
can sail the high seas In one important respect, however, it differs 
from sea transport Ports for ocean shipping are usually at or near 
the external boundaries of nations, where governmental control can 
‘ readily be exercised An important airport, however may be farm 
the intenor, so that a foreign plane cannot reach it without fijing 
over the soil of another nation Indeed a plane may land at many 
places not designed for terminal purposes at all, provided it has a 
reason for doing so It may have a very good reason indeed if it gets 
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mto trouble, and }et nations concerned about possible attack frora 
the air are not eager to have foreign planes landing all over them 
without any regulation 

Unrestncted free trade in the air on the basis of competituc pn 
sate enterprise was obviously impracticable The several nations 
would be certain to impose restnctions and regulations desired by 
thcmsehcs If international air communication was to be developed, 
the nations had to come to some agreement as to the rules which 
w ould gov cm it At the very least, these must concern safety and the 
use of airports They must also embody some measure of reciprocity 
since, although a nation might wish to resen e for itself all air tralhc 
over its tenitoiy, it could hardly debar others from its ports and at 
the same time expect to use their facilities 

The Soviet Union occupied a position at one extreme by failing 
to send any delegates to the Conference Apparently, she did not 
want foreign planes to fly over her territory under any circumstances, 
and was satis&cd for the time being to accept what facilities she 
might be offered elsewhere on a nonrcciprocal basis Or perhaps she 
expected to solve her problems of intcmabonal transport by bilateral 
agreements rather than through a general international convention 
At the other extreme, a simple and radical method of cutting 
through the difficulties was favored by Australia and New Zealand, 
as well as by the Bntish Labour Party This was to set up publicly 
owned international companies to handle international traffic; pre- 
sumably national ownership would prevail for domestic lines under 
this plan It was not, however, seriously considered because the 
American government was committed to pnvale enterprise, and the 
conservatively inclined British government was not eager to push 
socialization It thus came about that the debate at the Conference 
was confined mainly to the difference between the Amencan and 
the British positions 

*1116 America n delegation favored as free as possible a field for 
competitive pnvate enterprise It proposed that all the nations agree 
to * Five r reetloms of the Air,” the net result of which would be that 
virtually no restrictions would exist except tliose necessary for safety 
and the prevention of intolerable confusion Under thu pbn, com 



161 


Food, Planes Ships, and Oil 

petihon would be preserved both withm nabons and between them 
Planes of licensed companies would be permitted to 8y over any 
temtoiy, me any puhbc airport, and land anj-where on foreign soil 
if It should be necessary to do so One plan even went so far as to 
permit companies of one country to do mtemal transport business 
in another, under certain circumstances Thus, an Amencan plane 
flying from New York to London might stop at Liverpool, not onlv 
to discharge passengers from New York, but to take on passengers 
for London The Amencan plan was defended on the ground that it 
offered the utmost conscmencc to passengers and shippers, and that 
it would promote the low rates, improve^ service, and indefinite 
growth which arc the necessary accompaniments of an expanding 
world economy It was the logical parallel of the Amencan prefer 
cncc for muUibteral freedom of trade 

The Bntish proposal, as brought to the conference, was to endow 
the international regulabng authonty wnth power to grant licenses 
to monopoUes, assign quotas, and exercise a strict control over rates 
and traffic The conception behind it was that some equitable divi 
Sion of the field would be made m order to avoid mtemabonal com 
petition, whDe the consumers would be protected by regulation, as 
IS customary in both countnes in land tzansportabon and other 
public utilities 

The outcome of the conference was a disagreement, except upon 
some of the elementary * freedoms of the air *' Little restriction was 
placed on international competition, while the United States wws 
left free to encourage as much competition as it wished among 
Amencan companies In this field, therefore, rivalry for control of 
the an between the two major contestants is in prospect 

Reception of this result was a striking fllustrahon of the difference 
in outlook existing in the two countnes In the United States it was 
regarded as a desirable victory for compebtive pnvate enterprise, 
which IS supposed to lead automatically to an expanding economy 
In Bntain it was thought to be an evidence of the intention of 
American business and government to take cv cry possible advantage 
in a straggle for gam, regardless of the effect on international hat 
inon> or the welfare of other nations This view was not confined 
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to the Consen-atues, but w-as shared by the political forces on the 
Left 

In order to understand this divergence it is necessary to take into 
account several circumstances usually overlooked m discussion of 
the subject m the United States Our ejes were on the danger of 
private monopoly, and our public debate had been mainly con 
cemed with the supposed advantages of competition and the cn 
couragement of new enterprise In Britain, while there are some 
theoretical advocates of competition under btssez faire, almost no- 
body believes it ought to be practiced m public sen iccs like trans 
portation Such a functiop is delegated either to the publicly owned 
monopoly or to the nominally private company m which the gov- 
ernment has a large share of ownership and control A company of 
this sort IS knowTi as a chosen instrument ” The Conservatives wish 
to retain such arrangements, while their principal opponents, the 
Labour Party, favor national ownership without private participa 
tion Both groups are mainly concerned, when inlcmational eco- 
nomic affairs are under discussion, w ith protection of Bntjsb national 
interests and preservation of international harmony 

During the war, it had seemed best for military purposes that 
Bntish aircraft production be largely concentrated on fighters while 
American resources were devoted more to bombers and transport 
planes Tlic latter and the men trained to operate them, arc more 
suitable for civil aviation rurthennore. the United States had, for 
military purposes, operated far flung transport lines and bases in 
many parts of the world while the Bntish had less to spare for this 
purpose As far as experience, equipment, and facilities went, Amcr 
lean aviation was in a position to get the jump on other nations as 
soon as the war was ov er 

The British believe, and with reason, that their ability to manu 
facture, mah, and operate transport planes is by no means inferior 
to oun Out temponry supremacy is seen as an outcome of war ne- 
cessities The British, moreover, have in their Empire and depend 
cnetes more widely distributed temtory over which to fly and in 
winch to maintain airports than is comprised m the United States 
If they wished to establish an exclusive monopoly of world trade in 
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the air, they wuldha\e better facilities for doing so than we The 
Amencan proposal therefore looked to them a little like sajing, 
‘Give us free perroission to fly anywhere w e wish over >our tcmtoiy, 
to use It for ports, to land on it, and to profit from the traffic arising 
from it We intend to use this permission to exploit to the fall the 
temporary advantage ansmg out of our war partnership, without te 
serving for jouanv of the business until jou have recovered enough 
from the attack of the Germans to establish jourselves m it ’ 

Bntish government and avution will not humbly accept any such 
infcnontv Since competition is what we want they intend to com 
pete with us wath all their energy and ingenuity In the long run, 
they do not expect to be left behind in the race and anyone famil 
lat with their ability and tenacity when roused by a challenge which 
thev regard as unfair would be reluctant to predict their failure In 
the meantime, Englishmen who ate fnendly to this country and 
wish to see close cooperation between the two nations were grieved 
and disappointed that in one of the first attempts to hammer out an 
agreement so little progress was made 

Though shipping is an older and more familiar type of enterprise, 
and no specific agreement concerning its postwar regulation or allot 
ment seems to be immediately m prospect the war has created a 
somewhat similar situation in ocean traffic Income from shipping 
scmces provided before the war an important part of Britain s pur 
chasing power for needed imports it wws her chief invisible” export 
Merchant ships under the Bntish flag at the beginning of the war 
totaled 17 5C0 000 gross tons, 1 1 ,38a 000 tons w etc lost dunng its 
course New building purchases, and captures did not make up the 
loss Bntam was left with about z, percent less than her prewar ton 
nage In the meantime the tonnage of ships under the United States 
flag his been approximately doubled in a heroic effort to provide the 
transportation necessary to mn the war Not all these new ships will 
be well adipted to ,nc3refi,d trade hut jdJ an jOI weXhaU .ha\p j«sw> 
able a merchant fleet of about the same size as Britain's instead of 
one appTCcubly smaller If, after the emergency is over, international 
trade is no greater than m the prewar jean, there will be a tremen 
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dous surplus of cargo space, a shipping depression, and consequent 
loss to Britain of income from this source In such circumstances 
she could restore her former position onlj if about half our ships 
were retired from service, s oluntanly or imoluntarily 

A similar Situation existed after the Pint World War, and it added 
to Bntain’s difficulties on that occasion World shipping suffered a 
long depression, and unemployment became the rule in the ship- 
yards of the Clyde and the Tyne Bntish shipping companies, how 
cscf, had certain advantages which eventually enabled them to 
weather the storm Their costs were less than ours because their 
wage levels were lower in both bufldmg and operating ships They 
had long experience in this highly specialized and complex ocevpa 
tion, they had established foreign connections, and their shipping 
was part of a web of banking, insurance, and other facilities which 
had naturally grown up in a nation dependent on foreign trade 

In the United States vested interests had arisen which wished to 
maintain as much as possible of the high wartime level of Amcncan 
ship operation Shipyards, too, though facing an inevitable shrink 
age, strove to salvage what they could Many Amencans have a sen 
timcnlal interest in the merchant manne, and wanted to sec it 
prosper Since it could not do so under competition, governmental 
aid was invoked Shipping subsidies were inaugurated at the expense 
of the taxpayers and governmental lines were established From the 
economic point of view, this policy was sheer nonsense It did not 
provide any cheaper freight or any better service for the nation's 
trade Insofar as American ships were patronized, the resulting in 
come added to the embarrassing export surplus of the United Stales 
and helped to upset the British balance of payanents Wc were, in 
fact, giving away shipping service at the expense of both American 
atizens and foreign competiton Tins is exactly the sort of thing 
Bntam is afraid we shall do after this war, and the sort of thing 
which is inconsistent with our expressed desire for multilateral trade 
without discrimination 

Those who watch the newspapers and magazines may sec that 
another publicity campaign is under way for the postwar Amcnaa 
merchant marine There probably will be another drive to maintain 
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I* br $«bs ies if necessary The navy has an interest ra preserving a 
sn£cie”t amount of Aroencan sh ppmg for strategic reasons This 
mlc'est IS a lemtimale one Nevertheless, it is not to the advantage 
of the tJni‘ed States economically that we should carrv an; ccnsid 
crahic part of the ivorld s ocean freight especiallv if we have to do 
so at a lost On the other hand it is a matter of life and death to 
Bntair that her ships should carrv as much as potsihle The more 
succestfullv American shipping competes with Bntish the mote 
diScu^t win becQire the p'obicm of maintainng the international 
baUrcc of pavments Evcrv additional ton of ccmmenaal freight 
earned bv an Amencan ship wh ch might othe*wisc have found 
pbee on a Bntish vessel will increase the litclfhood of a d'^at n 
the Bn*^ish balance and a surplus in the Amencan This potential 
cause of trouble, hie ah the othen will be agg^vated if wnrld trade 
contracts or does rot eapand It wouM be great! v alleviated by- 
world wide full cmplovnicnt and increase of producticin 

It was n the United States that petrolctnn stas discovered, and 
the major share, both of production and comumpbon of petroleum 
products, has long been possessed bv this countiv They have since 
become a necessity however, to every important nabon Thev are 
particularly indispensable to countnes having shipping, planes, and 
motor V chicles Not onlv is petroleom important indnstnaHv and 
cconomicallv hut it rants high among strategic requirements Great 
Bntain for many vears had to import all her petioTeum Although 
catnral deposits w e^e discov ered during the war their quanbtv is m- 
signJ^cant in comparison with the nccA Therefore, Bntish m^snests 
have long since staled out control of reserves wherever thev could 
End access to them in othe^ parts of the world Bntish oil companies 
have obtained large holdings in Malava Persia the Near East, and 
Latin Amencan nations and have combined with the Dutch on the 
fcasa; of oil deposits m Dutch colonial possessions 

Amencan oil compames have also extended their holdings cut 
side the borders of the CTnited Sbtes Rivafrv between Amencan 
and Bnt^h concerns has often been keen In both countnes the 
leading compantes are Urge and finanoally powerful This is partic 
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nla'^r tic* n i*5n3'’g a^d du^nbuhon The Am'-can compaaies 
a— techi can competi’r e a^d pra’el} owctJ, whereas in Bntan 
the gmem'n'mt has some sha^e in the <M-nerhip and tnanag-ra-at 
o* the irdcst'v 

Ic'CTUbmal competition fcr the co-trol of oil d-posits and da- 
tnbcbcn of od pmd acts has been a potential sou'^c of trotible If no 
d-^calls saUsfa^trv ararg*TTTl rs reached, it wiH cause more 
fn'iion in th" fc‘t: * as demand in^eases and d'ports become ci 
fcacs*ed It was the'C^om casual that att-mpts to male an o3 agme- 
m*”t bc*w'rcn Bntain and the Uri*ed Stages w em inanguatcd dor 
mg th* war Eqmtab’ ■ a tea to na*cral resources was one of the ex 
pressed aims o* the ^tIantl* Cha’tc^ The pmVem ts a pa'tinilarlj 
d.F. ml* on* because i* is netetsarv no* onl/ to pnj*ect th* interests 
o* consem**!, bet to ad mt the malres of great pma'e interests and 
go- emmerts No donb* th* maim companies m ghl come to some 
iatis^a**on agreerr*nt among th*msehes, bet in that case there 
w-ocJd be dang*' of a h-g* m^r-nationa] monopol/ agaimt which 
th- conrmr'^ would be d*^erueless 

The £ist a^emp* made to rach an agmem*nt rn this held was 
abertr-e Entish comm*T3ta*crs obected to the daft proposed be^ 
came m mappmg out th* wmUs od reserses as a basis for fair 
dmeon, th* rcsomca wnthm the United Stages wer* left enbr*ly 
out of conrd^hou In addition, the attempt to reach a com- 
prorii^ rcsul cd m such sagu* languag* that the da*t was crticocd 
m the Un,‘*d Stages fo* mu’nalhr contrad-ctory reasons Ore fac 
tson of th* o-d mdcstry a^ta-led it on the gro-md that it subjected 
pns-a*e c***'pnsc to gos-e*n*'*ntal control oth**! bcl *Tcd that a 
monopoV was bang created wnthou* ruEnent iaf*gua'd for the 
consumer Though * wrrkab’* plan may m the end be h3nni***d 
out, thu ou’eom* « far mcr* Lleh to be achi-ed m an abnosph—e 
of fc3 Anglo-Ari**'’C3n coopeabon than in a wo-Id 'ph* into two 
hostile economic ama bv Anghv^mcncaa dshannonr 

l>,S*u’‘»es loo-i m o’^*t raw ma’enalj as weT Befs-e th- war, the 
ctef lorrce o* latu-al rubber, of which the Uni'cd States was the 
la-gest ccnsmrer, was in Bntah Mabsa and th- Du’ch East Indies. 
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Soon after the First World War, the Bntish interests attempted to 
increase pnccs by restncting output through the Stesenson plan, 
which rested on Bntish legislation The government’s interest was 
not Simply to push the commeraal fortunes of the pnvate owners, 
but also to help remedy the weakness m sterling exchange by ex 
tractmg more dollars from American purchasers The pbn was sue 
ecssful for a while m spite of Amencan opposition, but eventually 
broke down because of the competition from rubber growing regions 
that were not included in it It was succeeded m the earl> depression 
jears by the International Rubber Regulating. Committee, which 
included the United Kingdom India Siam, France, and the Nether 
lands This also rested on support by the governments concerned 
Naturally, it became obsolescent when Japan conquered the rubber 
producing temtones and war needs took precedence 
Now the United States has equipment for turning out s^mthchc 
rubber capable of fulfilling its normal needs If costs can be brought 
low enough, we shall not have to buy much from the former pro- 
ducers unless we wish to do so But what, m that case, would hap- 
pen not only to the Bntish, Dutch, and other business interests con 
cemed, but to the natives engaged in rubber production, the pur 
chasing pow er of the colonial areas aRected, and the international 
balance of payments^ The Amencan interests might join the inter 
national cartel, hut then what would happen to the rubber con 
sumcTs^ Obviously, there is need for an international rubber agree 
ment in which consumers will be adequately represented Above all. 
the difficulty might be lightened by a greatly expanded consumption 
of rubber, which could ansconly from the industnahzation of back 
ward regions, and a great increase in the use of automobiles and 
other products of which rubber is a component 

Tin, nickel, and other raw matenals present simibr problems 
Complex as each of these problems is, no satisfactory solution of 
any one of them can be achieved if each is regarded as existing in a 
watertight compartment In some cases a given nation is a con 

A great gam would come if a single mlemalional agency having 
the needs of consumers as its guiding objectnc were substituted for 
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the complex of cartels and mtemational commodity agreements, m 
which consumers seldom ha\e a voice The structure of interna 
tional trade is interwoven in hundreds of wajs, and arrangements 
made for one commodity cannot help affecting others, as well as the 
entire eqmhbnum of the world economy Partial interests almost 
alw'3}$ tend toward restriction of output, an expression of the total 
interest in expansion is needed 

It is desirable to bnng together not merely the wheat growers of 
the United States, Canada, and the Argentine, but also the wheat 
consumers of Europe and to confront bofh with the wool growers 
of Australia and represcntativ cs of the hungry masses of Asia The 
needs of consumers and producers of rubber, tm, nickel, and many 
other products should be correlated with food requirements It is 
necessary to evoke a detailed but coordinated picture of world pro- 
duction and consumption in its entirety This cannot omit consid 
eration of shipping aviation, and other means of communication, 
nor can it be ignored by the International Bank for Reconstruction 
and Development or any other agency dealing with investment 

Finally, and most important of all, is the truth that progressive 
action must be taken by and within each nation, if international or 
ganization is to amount to anything We cannot rely on a commit 
tee to do anything which those whom the committee represents will 
not support What happens in the domestic economies of the 
United States and Bntam is crucial to what happens in thexest of 
the world in the formative postwar years If we have full employ 
ment, we shall supply a large share both of the goods the rest of the 
world needs and of the markets which their own productive progress 
will require If, on the other hand, we are dominated by a grasping 
and monopolistic farm bloc, by isolationist politicians, and by in 
dustnal combinations that restrict output in the interest of price, 
we shall neither have prosperity ourselves nor permit any reality to 
world organization What we sfiaH have is another war 
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!T appeared m the prmous chapter that one of the chief sources 
of fnebon between Bntain and the United States has lam in the 
existence of plans for restneting production in the interest of pro- 
ducen Many of these plans have governmental support In some 
cases and aspects, each of the nations plajs the role of a producer, 
in others that of the consumer But in all cases the problem is the 
same It is that of monopolistic lestnction Both peoples will have 
to make up their minds what to do about monopoly and how it is 
to be done Their policies in this respect must be capable of coordi 
nation 

The public attitude toward monopoly and the legislation regard 
ing it have followed a different course in the two nations In the 
United States the effort has been to presciv e or restore free competi 
tion in the interest both of independent enterpnsers and of con 
sumers Great Bntam however, has never emphasized legislation of 
this nature, although monopolistic exactions may be combatted 
under the common law One reason is probably that the British 
labor movement achieved strength earlier than that of the United 
States and took an active part m politics on the basis of the Socialist 
philosoph) Socialism holds that business combination is an m 
evitable development under capitalism, and that the function of the 
state IS not to prev ent it. but to assume ownership and control in the 
interest of the whole public Bntish labor has not been unawrare of 
the evils accompanying monopolistic practices, but it has no 
enthusiasm for competition either The remedy it proposes is na 
tionahzation Public ownership has already gone further in Bntain 
than in the United States In great industnes where it does not exist, 
the government frequently (ales a hand through control or partial 
ownenhip 

People m all countnes have been tailing about an international 
government after the war They arc thinking about a government to 
16& 
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represent them and safeguard their interest in peace and abundance 
But there svas before this war, there is now, and there bids fair to be 
on an even grca ter scale after it, an mtema tional gov emment of a dif 
fcrent kind 'This government operates in pnvacy and without elec- 
tions Its purpose is the enhancement of great pnv'ate wealth It 
wields the enormous power that goes with concentrated money 
This it can do w^thout much popular knowledge of its activities be 
cause it builds its power by influencing the few rather than by giving 
an account to the many The government in question, which 
operates pnmanly in economic affairs bgt also has an immense 
political importance is that provided by international cartek 

The simplest possible definition of a cartel is to say that it is our 
old enemy monopoly, which we tned to make illegal m the United 
States many years ago now streamlined and operating on an inter 
national scale But if one goes beyond that simple statement, the 
definition becomes difficult There arc as many kinds of cartel ar 
rangements as there arc colors m the spectrum, and they shade info 
each other m much the same way While technicians m the labora 
tory have been busy, with their marvelous ingenuity, the technicians 
of corporate law and business organization have been equally busy, 
and with equal ingenuity Some of their products arc just as complex 
as the new chemical compounds though they have not been given 
equal publicity 

Corwin D Edwards, of the Department of Justice, in a mono- 
graph prepared for the Senate Military Affain Committee, roughly 
classifies cartel methods of organization in three groups, as follows 

1 The Assocuf ion This is an old and familiar type of restriction 
of competition by means of a trade agreement among nominally in- 
dependent firms Tlicy may adopt rules and rcgulahons to fix pnccs, 
limit and apportion output, allocate tenitones redistribute profits 
according to a formula or sell exclusively through a joint agency 
This IS the most vulnerable kind of cartel since unless its agree- 
ments arc enforceable under the law the members may break their 
contracts or engage in chiseling It is actually illegal in the United 
States and i$ mote prevalent in Europe 

2 The Patent Ltcenstng Agreement 'This is a newer and often 
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more intncate device, dependtng on the legal monopoly conferred 
on the owner of a patent When technological adsance is rapid, as 
m the modem world, many important products, or the processes 
used m manufacturing them, ate patented When the basic patents 
arc about to run out, an improvement, real or invented for the 
purpose of retaining control, can usually be devised Agreements 
between vanous companies to license their patents to each other 
may divide cither geographical territory or the nght to sell specific 
kinds of products, they may control prices and output as well 

The intricacy of this kind of arrangement is due to the fact that it 
consists in a number of separate licenses or agreements covering 
particular processes, and there is great variation m the terms of such 
agreements Yet all taken together add up to monopolistic power 
For instance, Nfr Edwards points out that before the war "there 
were comprehensive patents and processes agreements between du 
Pont and Imperial Chemical Industnes (of Great Bntam) and be 
tween I G Farbenmdustne and Standard OH Company of New 
Jersey There was a gentleman's agreement between du Pont and 
I G Farbenmdustne by which each was to give the other first 
opUon on new processes and products not already promised to third 
parties There was apparently a comprehensive working arrange 
ment and certainly a senes of working agreements as to specific 
products between Impenal Chemical Industnes and I G Farben- 
mdustne Around this central pattern were grouped vanous lesser 
alliances among other companies, and many special agreements 
among manufacturers of d>e-stuffs, plastics, explosives, pharma 
ccuticals and other chemical products The chinks of the structure 
were filled by numerous small patent license contracts which con 
tamed icstnctiv’c features " 

Note what Mr Edwards is saying here Two of the biggest com 
panics m the United States, which ordinarily we think of as separate, 
were linked wath the chemical monopoly in England and the 
chemical monopoly m Germany— and so with each other All four 
formed the center of control for numerous other manufacturers of 
chemical products Such products nowadaj-s are pnmary m both 
war and peace, from the powder in our bombs to the colors m out 
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clothing and the medicines we tale This gigantic monopoly 
parceled out the world market among the companies invoked 
3 The Combine This is a form of control through corporate 
ownership and contracts of vaned kinds, it is sometimes more in 
tncate and difficult to trace than ev cn the licensing agreement 
Often the two are combined, as where corporations that have ex 
changed patents own subsidiaries in common 
N V Philips IS the name running through a brge number of com 
panics organized m different countnes, which make and sell eicctnc 
light bulbs, radio equipment, and electrical supplies Some of these 
companies are seemingly unrelated to each other, but there is unity 
of control through a common ownership This control was before 
the war exercised by a Philips company m Holland, which in turn 
was controlled by a company with only ten efiectivc voting shares 
Dunng the war the control was exercised by two groups — one pre- 
sumably for the countnes under the Axis, and one for the others 
The interests of the latter in turn were managed by two groups of 
trusfecs>pne in Hartford, Connecticut, and the other in London, 
and by a holding company m Curasao There is a probability that 
the whole business will be reassembled again as before when the war 
IS over N V Philips as a whole also has contracts with other great 
organizations in the same business 

In addition to these forms of cartel organizations, one might cite 
the cartels that are held together by speofic governmental support, 
or by mlemational commodity agreements, like the rubber cartel 
previously described 

The importance of any plan for governing the activities of men is 
partly dependent on its extent Geographically, cartels cover the 
whole world Not every one includes every country— for there arc 
special circumstances which necessitate omissions Tor instance, it 
It useless to try to exercise the powers of an international monopoly 
in a country where the domestic business in question is not subject 
to monopo}) rn one way or another 
Cartels are important also in their extent over industnes and prod 
nets Any natural product of mining or agnculturc, the ownership 
of which can be concentrated, is subject to monopoly Any process 
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of manufacture or any fabncated product Tvhicb can be held under 
patents can be monopolized The degree of monopol) confened by 
the necessity of heavy mv-estment to enter an industry, as m steel, 
permits cartelization And even though the mdustr^ uhich directly 
maVes the product we bu) is competitive, the chances are gg m lOo 
that its costs contain a tribute to the cartel empire Consider food, 
for instance Fanners, of coune, compete vsnth one another — except 
insofar as the fann bloc in Congress holds up minimum pnees But 
farmers have to buy cartelized fertilizer, insecticides, agricultural 
machinei), electrical equipment, and many articles of which 
cartelized rubber forms an indispensable part The tin cans in which 
processed foods are packed contain cartelized tin The refngerators 
in which we keep our food are subject to patent royalties So arc the 
clcctnc bulbs which light our refrigerators and our kitchens So are 
the patented appliances v\e use to prepare our food 
There is probablj no more competitive industi) m the United 
States than those which make textiles and clothing But the> have to 
buy cartelized djes and other chemicals, and the) need their share 
of metals, rubber, and all the other general necessities out of which 
cartels make their profit and build their power — not to mention 
patent-conlrollcd lajon and N)lon 
Tlie pnncipal reason for any monopolistic devacc is to fix pnees 
higher than those which would obtain without it This fact rs some- 
times masked b) pnee reductions made by cartels Tlie pnee reduc- 
tion may result from lowenng of cost It may be necessitated by the 
dosirc to bring a competitor into line or to maintain sales m com 
petition with a different kind of product which is not controlled Of 
course the cartel is after the maximum possible profit, and occasion 
ally it can make more by selling a larger quantity at a lower pnee 
than bv selling less at a higher pnee In all these cases, however, the 
price results from an administrative decision rather than from the 
impcnonal forces of the market, and in most of them the pnee is 
higher than it v\ou!d be if competition prevailed Cartels cliarj^e at 
least as much as the market wall bear 
Thercaremam cases m which the pnees arc exorbitant Tim^tcn 
carbide, used for edges of cutting tools, sold m the United States m. 
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1927-28 at S;o a p>ound Then came an intemabonal patent pooling 
agreement and a dmsion of markets The pnce promptly rose to 
$453 a pound It seldom went below $22; dunng the depression 
thirties, and m 1940 was still selling at a maximum of S-03 After an 
indictment under the antitrust laws the price in Apnl 1^2 ranged 
fromS.ylo $45 

A chemical plastic was sold to commercial moldcrs for 83 cents a 
pound while the \ery same product cost dental laboiatones and 
dentists S43 a pound 

Atabnnc, a chemical substitute for quinine was sold to the 
United States gos cmmcnt for war purposes at $4 50 per thousand 
tablets by companies whose license under the patent terminates sue 
months after the end of the war Presumably they made a good 
profit The same substance tor a time cost avilian consumers $12 per 
thousand as sold by Winthrop a company which obtained mo- 
nopoly patent nghts for the os’ilian market under an agreement 
with I G Farben the German owner 

Consumers also suBer because the absence of competition dc- 
pnscs the maker of any incentive to improve quality Sometimes he 
actually lowers quality to get a larger volume of sales or to protect 
another product in which he has an interest For instance Corwin 
Edwards charges that General Elcctnc reduced the hfe of bmp 
bulbs and discouraged bulb testing by purchasers The bmp manu 
facturers have also been reluctant to introduce the much more 
economical and longer lived fluorescent bmps for household use 
Tlie du Pont Company having devciopvcd a pigment which could 
be used either in paint or in textile dje held it off the market pend 
ing a way to make it useless as a d)c in order to maintain the pnees 
at which other d\ cs w ere selling I f it w ere to be used by paint mano- 
facturen it would have to sell at considerably less than the current 
pnees of dyes One of the methods proposed to make it unfit for dye, 
quoted from a memorandum of a conference on the subject, was as 
follows 

Jt i$ known that certain resins and solvents arc imtatmg to the 
skin often causing dermatitis It might be possible to formublc a 
CPC composition which will make textile materuls irritating to the 
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slm" It u-ouTd be interesting to v.om«i v^ho ha%e suffered from 
dernutitu as a result of contact of fabncs wth the sVan — and there 
have been plenty in recent > ears — to Ijiow vvhethei this method v\-as 
actually adopted, and whether some of the paint pigment may not 
have been "Ixiotlegged ’ into the textile trade 
Abn to the lack of improvement or actual detenoialian of prod 
ucts IS the stiBing lach of technological advance in the matter of 
new products An enormous amount of research is done by com 
panics belonging to cartels, tug business loves to boast about the 
debt which science and technology owe to private enterprise Never 
were wc more phed with talcs of the marvels of new products from 
the research laboia tones than dunng the war, when the new prod 
ucts could not be bought But much of the research is for the pur 
pose of making minor modifications to hold patent nghts And 
while some new products and methods do see the light of day, some 
do not, and those which do are often held off for years m order to 
protect established investment from obsolescence Numerous m 
stances have been cited m the past Wc now begin to hear that after 
the war wc shall be offered the same old models and products, it will 
be a long time before the things offered for sale live up to current 
puhliaty 

In addition, the big concerns often discourage research b) others 
who might turn upas competitors, and they are dead set against any 
research by government, which would be available to all 

It used to be said that, whereas internationals of bbor had failed 
to preserve the peace at the moment of crisis, internationals of 
capital would do so They not only did not do so but they helped 
the German war machine to build its power, and assisted m weaken 
ing its enemies 

Germany has perhaps been the pnncipal home both of cartels 
and of technological advance by industry Almost cv cry leading con 
cem m other countries vihich participated m cartels was affiliated 
with a great company m Germany Through intercompany licenses 
siW rtle i^Tcrmans ibamcu’ our fccdnicai’ secrets and* 

used tlicm while thev often succeeded m preventing the develop- 
ment in this country, m England, or elsewhere of new processes that 
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thej were exploiting Bv temtoml dmsion of maiVets, cartel* 
helped the Gennans to build up their mSuence m Europe and Latin 
Amenca This story has no^\ been told a number of times, in rela 
tion to sjuthctic rubber, optical instruments, and other cnlical 
matcruU 

For instance, the Amencan Bosch Corporation supplied its 
German affiliate with technical information based on cxpenmcntal 
work bv the United States Naiy and the Signal Corps, which it re- 
ceived as a bidder for goicmmenl contracts This information be- 
came the basis of intertank, ground air, and infantry radio com 
munication in the German army In 193S Standard Oil of New 
Jersey gave I G Farben full information about its butyl rubber 
process but failed to elicit m return the technical information about 
I C Farben s buna process Standard bnally got the German 
patents in 1930 but never received the technical information, and 
had to work it out 

It was through cartel procedure that Germany brought the manu 
facturc of arms and strategic matenals in much of Europe under her 
swav Dunng the war disguised and indirect cartel arrangements, 
maintained in the interest of renewing international monopoly m 
the coming peace, have presented formidable obstacles to the 
United States government in carrying on economic warfare and 
counterespionage not to mention obtaining enough strategic ma 
tcruls or obtaining them at a reasonable pnee Seizure of enemy 
property has been forestalled m some cases by the transfer of 
German corporate property to neutral or Amencan companies, pre- 
sumably with an understanding that it u to be transferred back after 
hostilities have ceased 

Just as support of appeasernent sentiment before the war came 
from cartel sources m Britain and the United States, so now we shall 
probably see support from the same sources for a settlement which 
will maintain the power of German heavy industry We may expect 
to sec the cartelized companies and those whom they mSuence op- 
pose any intcmatiorul economic agencies or any international 
government that may tlireatcn to destroy the fabnc they have 
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n’0>en or to bnng them under control jn the jnteiet of the public 
or consumers 

British cartel spokesmen have advanced their own plan for world 
p^cc— one based on universalizing cartels and giving them the 
support of the Bntish and Amcncan governments Lord McGowan 
of Imperial Chemicals has come out for the repeal of the Sherman 
Act in the United States Sir Edgar Jones of the international tin 
plate cartel is promoting a World Trade Alliance, and has said 
"If Great Bntam and the United States will take the lead and get 
the producers of each mam product to prepare schemes for world 
export regulation, then general employment can be insured ” This 
would, he added, facilitate the regulation of production within each 
country How cartel practices would promote the large production 
which would be necessary for an economy of abundance he does not 
malce clear 

World wide plutocracy is advocated as a desirable substitute for 
competition for markets among the great industrial nations But it 
would not prevent Germany from prepanng for a new war — and it 
IS to be noted that cartels are heavily interested in military produc 
lion Nor would it prevent growing hostility between the big m 
dustnal nations on the one side and the less developed countnes 
which they would seek to exploit on the other 

By monopoly, an economic government composed of pnvatclv 
owned international cartels would restrict access to raw materials 
and would make impossible achievement of freedom from want It 
would of course be the enemy of democracy in any real sense It 
would even, m the capitalists' part of the wurld, restrict freedom of 
enterprise Some big businessmen who cry the loudest against 
government bureaucracy and in behalf of the sacredness of private 
cnlcipnsc are really intent on maintaining private business with a 
ininimum of enterprise on the part of any^dy but themselves 

This would, for a while, be a nice comfortable little world m 
which controlled pnecs would vary htllc, great a^cgations of 
rapUtal would lie jafr, wmW Jhc Awr 

deliberation, and there would be a large continual residue of uncm 
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ploj-ed to check the enthususm of labor for rapid adwnce It would 
be a world m which colonial peoples would progress slowly, if at all, 
out of their industrial bacH-ardness But it would also be a world m 
which new investment would lag behind the propcnsit) to S3vt, 
farmers w ould agiiif get the short end of the stick, and in the end a 
crash would be sure to come, because people would not have the 
purchasing power requisite to buy even the limited products offered 
at monopoly prices Capitalism would ultimately be ]ust about as 
secure m a cartelized wmid as France was in 1939 behind the 
Maginot Line 

There are some Englishmen who wash Great Bntain had a Shei 
man Act These arc the same Englishmen who want pnvatc enter 
pnsc to succeed and believe w ith good reason that it can scarcely do 
so for long unless competition and the free pby of markets ate al 
lowed to do their work in reducing pnees, encouraging efficiency, 
and enlarging consumption Even these Englishmen, however, do 
not for the most part believe that the w clfaie of the entire economy 
can be entrusted to pnvatc enterprise They want governmental 
participation or controls in the numerous secton where competition 
IS undesirable for some reason or is unlikely to obtain And nearly 
all m Bntain are suspicious of the Amencan clamor for ‘ free entn 
pnsc under competition 

They are well aware that competition has not operated well 
enough in this country to enable us to consume all that we can prev 
dace Under these conditions complete reliance upon competition 
and private enterprise in international trade would subject them to 
the nil of an Amencan genera ted depression Undesirable as csrteh 
arc they would at least offer Britain some hope of stabilizing her in 
tcmational markets and of protecting herself against cut throat 
competition of the sort which ames in depression There is a sub- 
stantial body of opinion in Bntain which does not want to entn 
upon the precanous course of trying to abolish monopoly by legisla 
tion but wi$h« rather to use it as an instnimcnt of national and in 
tcmational pbnnmg to tame it by rcgubtion or public ownership 
The mov ement for state ovvncnhip and control of basic industries u 
making hadway all over Europe 
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It IS easj to recognize the dangers of cartels, more difficult to 
hnow what to do about them Phrases liie ‘ abohsh them” or “re- 
store competition" arc mere pious w isbes unless an effectual method 
for doing so can be suggested Still more fatuous are the continual 
uigings to "preser\e free enterprise,’ heard from those who ha\c no 
program for dealing with monopoly and frequently do not e\en 
mention it 

It was more than a haU-centuiy ago that the Amcncan people be- 
gan to be worried about monopoly at home Laws were passed and 
rc\ised, agencies for imestigation and control were set up Under 
President Wilson’s first administration an expert study of the 
problem was made, and ingenious new legislation was devised and 
enacted, with the passage of the Clajton Act and the establishment 
of the Federal Trade Commission It would be recUcss to say that 
all these laws has c done no good whatever, jet the fact remains that 
monopolistic practices ate still rampant m this country, and great 
American corporations ha%e become an essential part of the inter 
national cartel network. 

One difficulty is that, in the game of prosecution and defense, 
counsel for private interests arc alwaj’S tW’O or three |umps ahead of 
the gos-emment We decide to do something about the problem, 
make a careful study of e\etything business has done to which we 
ob|Cct, and try to phrase bws that mil present these practices with 
out forbidding business to cany on at all After a long fight. Con 
gress passes some legislation, usually leas mg open numerous loop- 
holes Then, if we can succeed in getting an administration which 
wants to enforce the bw , the Department of Justice after due study 
and deliberation bnngs a few test suits With long legal delay, these 
suits are fought up through the courts until finally the Supreme 
Court renders a decision m a particubr case, which may or may not 
be 3 good precedent by which to know what can or should be done 
in other particular cases But by the time the decision is rendered, 
the legal menton of the corporations have discoi ered some new way 
of accomplishing the result their emplojers desire, which either has 
not jel been forbidden by bw or cannot be presented without an 
other long and costly legal fight, the outcome of which is uncertain 
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One trouble wth the antitrust legislation is that aslongaspm'ate 
business is left vnth the inccntu'C to do an%‘thing useful to the 
public, and siith the power to do it it is lileh also to ha« the m- 
centnc and power to £x pnces limit output restrict competition, 
and dampen enterprise Since those who dciised the Wilson pro- 
gram for instance, did not w ish to forbid the possible cEaenev of 
bigness as such thej refrained from outbwing the purchase of 
assets bj corporations no matter how b,g thc\ might be, and placed 
fe\s obstacles in the wa) of the ownership of one corpontion bj an- 
other The Supreme Court m its famous rule of reason ’ opined 
that Congress did not mean to forbid all restraints of trade, but 
onh unreasonable” restraints A long senes of court decisions on 
the practices of trade associations hare left open the door to all sorts 
of hmitations of competition And it is diEcult to derise a plan by 
which we can continue to enrourage imTntion hi the patent ss'stem, 
and at the same time prc%-cnt the abuses of patents which modem 
monopolies cmploj 

The abuses of monopohes are not something alien to the profit 
srstem casv to cut away from it if onlv we have honest officials and 
businessmen who are not bent upon economic wickedness \\c 
hahiltiallv praise the profit motn-c as the source of all progress, and 
then when it reaches its logical conclusion, we call it greed How 
ever much busiTvcssmen mas approve of competition in the ab- 
stract the goal of almost eieiy competitor is to outdistance and if 
possible to eliminate his ninls A modem cconom) offers many 
opportunities for the success of a fov in doing so 

Nor 1$ the motne alwai-s or entireh the amassing of wealth Com 
petition IS full of wastes which a conscientious manager naturally 
washes to aroid And too much competition may threaten the 
securih of all concerned Behind man) an agreement to restrict 
production sou will End a period when output was far greater than 
the mailet could absorb at prices tliat would maintain the com 
petitors in business The Spartan prescription of the orthodot 
economists that the internecine struggle should go on until onlv the 
more efficient producers are left and pnces come back to a lex el 
profitable to them u not welcome to those who face rum to the 
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cietLtois of the concerns utich arc in danger, to the Tr-othen who 
incstondcrgo nnemploj'nient, or to the governments which depend 
on the prospenty of business On these acconnts monopoly practices 
are csuall^ phrased in terms of ethics, codes, and cooperation. The 
men who cmplov them often believe they are acting m the best m 
tcrcsts of the commnnitv It is significant that the modem cartd 
movement marched onder the banner of "rabonaLzatinn 

If we pit such strong motives as a genciallv sanctioned profit in- 
centive, a deaefl) fear of losing economic secnritv and even occupa- 
tion, and a desire to do things m an ordcrlv and planned way instead 
of practicing the tnannen of the lungle, against the negative, tardy, 
and often incipcrt police resources of the state, we must capect 
something far short of a satisfactory solution of the problem For 
these reasons, there is no care for capitalist monopoly m any magic 
formula It will cot be banished quicily or watbout much trial and 
error. 

As has been noted, mtematiorul cartels cannot operate within 
countries where monopolies cannot control the domestic martet. 
The first bne of attaclr should therefore be bv nahonal action within 
the United States- as well as within each of the other nations where 
cartels fiounsh The foTIowing types of action may be suggested. 

1. Enforce Elxisting Antitrust Lmvs The antitrust laws we have, 
though far from adequate, have been largely inopcrabve becansc 
they have not been vigorously enforced Republican Administra- 
tions between igao and 19^2 were sympathetic to big business m- 
tcrests, and were not impelled to move against combinations by any 
Strong public sentiment The first New Deal Administration in its 
attempt to cure depression even encouraged business control of 
prices and output through the NRA. Recent attempts to prosecute 
by the antitrust division of the Department of Justice have run afoul 
of conservative interests, and dunng Uic war were moderated bv the 
necessity of the War and Navy Departments to depend on the big 
corporations for military equipment. 

The virtue of vigorous enforcement, even though it cannot solve 
the problem, vs Ihabit puts monopolies on the defensive and so 
tterts pressure on them to watch their step and exhibit the best be- 
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Hanoi of which they arc capable If the laws are actually undesir 
able, they should be amended instead of being ignored, and enforce- 
ment will stir the ingenuity of those affected to propose some better 
program for dealing with generally admitted cnls 

2 Devise Better Means of Regulation Regulation will never be 
effective as long as it must be dependent on specific Icgisbtion and 
actions in courts It must be earned on administratively, and must 
be flexible enough to meet new conditions as they anse The Federal 
Trade Commission was devised for this purpose, but it lias not lived 
up to the hopes of its designers Indeed, it has virtually given up any 
attempt to solv c the monopol) problem and has devoted its energies 
largely to preventing the “unfair competition” of misleading brands 
and labels 

It has been suggested that every business engaged in international 
trade — ^and perhaps those engaged in interstate trade as well — ^be 
compelled to incorporate federally Federal corporate charten 
would by law, be granted only on certain general conditions drafted 
in the public interest and would be subject to renewal at stated 
periods Such conditions might embody the principle that the cor 
poration would have no right to engage m any activity which would 
compromise the fullest production and cmploj-mcnt permitted by 
the cunent level of technology, the availability of materials, and the 
bbor supply A commission would be empwwcred to sec that cor 
poratc practice lived up to these conditions in detail, to give full 
publicity to corporate affairs, and possibly to withdraw the corporate 
charter, if the corporation m question was persistently and know 
inglv guilty of viobtions 

If litigation arose in connection with tins kind of regulation, the 
burden of proof would be on the corporation instead of on the 
government TIic corporation would have to appeal to the courts to 
upset an administrative action, rather than the government appeal 
mg to the courts to forbid a corporate action 

3 Break the Corporate Monopoly on Patents Many of the im 
portant patents on which cartels now base tlicir power are of 
German origin Most of these have been scired by the government 
and arc now m the hands of the Alien Property Custodian Former 
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Alto*^ey General Bjddle suggested tint after the war these patents 
not be returned to the German cTmers but be held for use ra the 
public interest- After the last vnx n e did not return German patenb. 
but disposed of them to pmutc companies some of whom secretly 
represented the Gennan owners and most of whom used them (as 
they assumed the nght to do under the patent laws) for monopolis- 
tic gam- Mr Biddle s suggestion is a good one We do not sec bow 
it can be executed unless the gosemment retains the patents and 
Lcenscs them to all on equal terms 
This howeser, is only a half measure, since it docs not hear on 
future patents and any concerns which do not hold the American 
patents that complement the German ones may hesitate to buck 
the great power of the cxistmg monopolies Some revision of the 
patent lawr is necessary which if possible wall retain the mcentive to 
mvcntois whde preventmg use of patents to rcstiam trade or restnet 
output 

In addibon a suggestion of possiblv great benefit is to set up a 
public research organization wath ample funds dedicated to roak 
ing mvcntions and imptmemcnts which may he cmplojed by any 
bod) This would not forbid tndmdual ingenuity or inventiveness, 
but it wnuld provrde a public compctihon for the great private re 
search orgmizabons from which many industrial improvements 
now stem and which permit monopolistic exploitation of the brains 
of Kicnfists and technicians 

4 Use the Public Pow er to Compete In numerous rmportant in- 
dustnes where monopoly practices prevail, the government has built 
for war purposes and now owns great productive farilitics The cor 
pontions, nuny of which are operating these plants as contractors, 
areexe'osujg strong pressure to have the plants other dosed down 
or sold out to pnvatc interests as quickly as possible after the war 
They have been in the mam supported by the Baruch report As 
suggested by Harlow S Penan m The New Republic, the govrm- 
ment should retain whatever plants arc necessary for the purpose 
of ensunng fall cmplovment and fair pnees Public oTmpctition has 
been effectual m Sweden, and has shown what it can do m the 
United States m the TVA, The government need not necessarily 
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opeiateaH the plants it owns- it can rent them to pm-atc contractors, 
blit cndei such conditions that practices which arc a detnincnt to 
the public shall not pre^-ail 

5 Insttill Democratic PIcinnm| Most important of all, the 
goscmment should not Iea\-c the planning function entirely to those 
who operate fo” pmate gam It should not be content with negative 
and legulatoiy measures but should step in to supeisase the con- 
struchse job which monopolists sa) and may think they are doing 
m rationalizing production, economizing resonrees and stabihziiig 
the economy The nuin trouble with thar activities is not that they 
attempt these things but that they stabilize on a level of pnees 
higher than the technical arts would permit and on a level of out 
put lower than our productive resources including the bbor supply 
would justify 

The gov emment need not do this job m a burcauciahc or dicta 
tOTuI fashion But it ts peculiarly fitted to mohOize the common 
interest of business labor a gn culture and consumers in full piodno 
tion and avoidance of depression It can do this by calling together 
representatives of all the mam interest groups, to supervise the 
preparabon of a production program based on the needs of con- 
sumers and brge enough to utilize our full capacity This program 
should be continually revised as demands change in the retaS 
markets and as productivity increases The performance of industry 
in meeting it should be checked and measures should be taken 
wherever necessary to mcrcase produebon 

Such a program w ould be a guide for many of the actrvibes out 
lined It would, for instance, provide standards for the esaminabon 
of the practices of federally incorporated companies and it would 
indicate how much goiemmental competition was desirable, and 
in what lines It would also be the entenon of a compensatory fiscal 
policy on the part of the government or for a public works program 
to stabilize the construction industry 

In spite of any such measures which may be taken wilhtn in- 
dmdoal nations international cartels may penist and continue to 
exploit coroumers, even within countries which have themselves 
overcome the eviTs of monopoly, if these countna arc not Urge pro- 
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dacen of the products controlled b) the cartels Thus the Vniled 
States IS dependent on foragn sources for trn, and could not mercls 
In domesbe legisblion protect ibelf agarnst the tin cartel Other 
nations are much less independent econoroicallv than v.-e 

6 Esfablah a World Trade Board There ha%e been numerous 
sucgestions for an interna tioiul agenev to help stabilize world trade 
On an acti\c basis and guarantee {rccdom of access to raw ma 
tciuls ’ If this IS to mean amthing, it must at least mean the curb- 
ing of international monopohes 

If It IS difficult to abolish monopoU bj national legislation it will 
be still more difficult to do so on an international scale, where there 
IS no gosrmmcnt ha\ang sov crcign pow ers and there is not likcK to 
be am for mam sweats Bv international agreement, howes’Ci weean 
create an agena which can imnstigate and gi%c pubhcit> to any 
combination which fixes pnees or limits output, and bj the same 
means we can m mam cases provide representation for the indi- 
sidual consumers, or for consuming nations, in such decisions. An 
agreement of this nature regarding cofice now exists between the 
United States and numerous Lahn Amencan countnes If the world 
board should he convinced that no limitabon was desirable for any 
particular products, or that the consumers were underrepresented or 
Gouted m its decisions it could do much to stimulate new sources of 
supply At any rate, it would not leave cartel transachons m the no 
man s land they now occupy , free to cany on in almost complete 
pnvaev and immunity 

An rntcmational trade board would have to mamtam close reb 
tionships mth other world wide cconormc agencies, such as the In 
lematidnal Banh for Reconstruction and Development, the Inter 
national Food and Agriculture Organization, any machinery which 
IS established to stabilize exchanges, and the agencies having to do 
with labor and standards of living It might even worh out a 
method of pbnning multnatcral trade which could help to safe- 
guard international babnees of payments better than the exclusive 
biiEifrafism <ha< prcvaiTed fiefore the war, and woufd at the same 
time cncounge world wide expansion of production and consump 
tion 
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If it were possible for the United States to offer Bntain a credible 
assurance that this country will not suffer any profound depression 
in the visible future, the basis for agreement on almost every other 
economic problem would exist The Bntish would then believe that 
we were less likely to offer ruinous competition in foreign markets 
by exporting unemployment Tliey would be much less worried 
about then ability to achieve and maintain the necessary increase of 
then exports and to avoid unemployment and a deficit in then 
balance of payments They would probably be willing to lake a 
chance on multilateral freedom of trade and to participate in inter 
national exchange stabilization It is therefore pertinent to inquire 
how good reasons they have for their fear of an American collapse, 
and whether it would be possible to remove their forebodings 

Economic science has not yet advanced suffiacntly to offer any 
certain conclusions concerning the origin of depressions or their 
possible cure Even if it had done so, the theory of the subject could 
not be covered m one bnef chapter Tbcrc are numerous informed 
opinions but on most of them not all qualified economists arc 
agreed Tlie problem is still in the stage of research and experiment 
Nevertheless, it would be incorrect to suppose that much is not al 
rrxidy known or that there are no good grounds for choosing one 
type of policy rather than another If we do the best we can on the 
basis of what is already known, wc arc likely to achicv c a better result 
than if wc give up m despair or proceed on the basis of ignorance 
and tradition 

'flic Bntish fear of Amencan depression rests m large measure on 
the belief that the United States will enter the postwar period tvilh 
no substantial plan for avoiding a slump except a belief that un 
hampered private enterprise will automatically produce stabilized 

I8S 
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p-espcn^ If this ts m fact to be ocr poW thee fei’- is wen 
gnit^ded both m hs^orr and la thconr 
AH ecceosuts, no matter what the* cpitLCns c” p—icdices. 
wmid be obliged to a^*rc tha^' go eco'^ra c o d— chj’O'^enzrd 
numh bv p^^-a'c enterpnse has n-C' ve* stjcceed*d in cua1ta.Ki.n5 
stabSaed h.gh cmplonncnt c' cantin..oi.5 espanson Those »ho 
defend this tii-pc of o*dcr nsmlls do so on o'^hc' gmends scch as 
that i*^ IS pro g tes sn e m the long ran o’ odets a fn--iYtTr> ^ of 
fiecdotn Before the gnnt depress on fce*^-e^ the wa’s. sarre 
aolhonties behesed tha^ the order wh.cb we cow aD ap tahs^ was 
bccccua5 more stabdrred and tlut deprcsszoci wonid herjcefo'th 
be of tnnov signincancc Fca cow snppor^ tfns coar-ctxrn A.t jn> 
rate it is a matter of fusion, that g^t depressions nstallv ha« 
followed great wnis, after an m^c*val of a few The cspcrir'cc 
of the Li’cs* depress 0% which is dl\ r-Tnenibeied ir Ecgbnd. 
sho-gh te-nfotces this h»3*QnC3l obaervahoti. I'’deed. i* dmnati' 
all-v undchnes the apprehension that if the Un Sla*-es leLes 
opon prrvate cn^’cipnsc the ttpcnence wiE be repealed, for m ipnj 
war controls were abandoned wnth the rra'cs* possible has^e. and 
the cnsii.n5 decade was one a » hich Amencan gosemment was al- 
most completelv responswie to the supposed interests of business. 

Not does standard cconom.c theorv o£er anv reason for cspectmy 
a mote fortunate expenence in the future Class cal dectnres^ is 
true, are largelv de%-oted to explaining how ersder a restme of face 
competition and mobilitv of labor and capital^ an actccubc 
eijudibnum wtJuId be mainta ned. Not e%en the most orthodox 
economrst beLc''CS howe\e', that the assumptiora on winch this 
tfccon rests co-nespond cIoscIt with the r^om c inst.*r.*’ons which 
actiaFv cost "PMect” ccmpctztioa is a nnty la the macr try 
dijtrcs wh»*r no a^rual roorepoh exists;, precs a^e cf^’ca set 
adtr n;>*nan\eK rathe- than au'onu'icallT as a result of the forces 
of de^ud ard suppN Sq-u- lands c' p-^ccs a-e mtxh more ngid 
than o*hc*s li}nat.unrx:paiUl has^ ■h.rbaieras-.iTf 

mobili^ Fa-mcis rc^hcr reduce thci- prcd-C’iO’- cot move teadav 
from the U-d when 3orcU'’Lr3l p-ces falL \\'bcn downwa'd 
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sehcs embarnssed "by large mventones bought at high valoalions 
and earned on bank credit, ruhich they were no longer able to sell at 
3 pro6t Bank loans were reduced, not only on this account, but be 
cause the volume of outstanding credit had risen close to the limit 
set by the existing reserves Rediscount rates of the Reserve Banks 
were increased For the Federal Reserve System as a whole, redis- 
counted loans fell from their maximum of $2,801,000,000 On Octo- 
ber 29 1920, to S397,ooo/X)o in August 1922 Federal Reserve notes 
m circulation declined by more than $1,000,000,000 during 1921 
Unemployment and restriction of industrial production of course 
occurred The mam characteristic of the slump, however, was a 
sharp deflation of pnees and reduction of inventories accompanied 
by operating deficits which occasioned manybankruptaes 

\^nc there IS some danger of a repetition of this cxpencnce, a 
number of important differences now exist Price control dunng war 
was this time much more extensive and effective Inflationaiy 
tendencies were checked dunng its course Bank credit was not 
utilized for the flotation of war loans, since government bonds were 
not accepted as collateral from commercial or individual borrowers 
Tlie banks instead purchased large amounts of government securi- 
ties outright If they continue to punuc a conservative lending 
policy dunng the reconversion period, they will have ample ft- 
sources with which to counteract any deflationary tendency 
The danger of inflation this time arises mainly from the existence 
of brge backlogs of consumer demand for automobiles and other 
durable goods and the ownership both by business and individuals 
of immense reserves of purchasing power in the form of currency 
and bank deposits Thae is a good deal of evidence to indicate, how 
ever, that these reserv es will not be hastily spent in such a way as to 
set offa pnee boom, but rather will be held because of a general foi 
of depression It is also possible that pnee controls will not be 
abandoned until supplies of goods are suffiaent to render them un- 
necessary War restrictions on instalment credit are not Iilely to be 
removed before there are enough goods to satisfy consumers’ dc 
mands It therefore appears possible to avoid an inflationary boonl 
and an ensuing collapse if banking policy is intelligent and the nee 
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essarj gtnrmmental controls are retairsed In that esent, s^hat might 
happen IS a fairlv smooth increase of cnilian piodnction as rapidly 
as productive facilities, materials, and manpower are released This 
could persist unbl consumers’ wants, deferred during the war, are 
satisfied There is danger of speculative excesses m the stoeV matl^ct 
and in real estate, but, at least m the stock market, controls arc 
avaflablc that did not exist m 1919 Margin trading can be checked 
or elimiiutcd, for instance, and the banks are not eager to finance 
spccublion The greater peril is probabi) that uneTnplQ)-ment cn 
suing from cessation of war production may restnet consumers buy 
ing, and depression may come w^tho^t a preliminary boom 
After the deflation in 1921, recovery began in 1922, and the up- 
ward coune of economic activity continued until igjg wath onlj 
minor interruptions m 1924 and 1927 Dunng these years private 
enterprise was almost entirely on its ovm The government did at 
tempt to aid producers by a protective tanfF, but it is doubtful 
whether this had much to do vnth the prosperity of the penod The 
tariff did not, for instance, apply to rapidly g^owang mdustnes like 
automobiles, or to building construction, the activi^ of which was 
a fundamental force m economic cxpansiort 'The Federal gov'em 
mtnl had ceased to provide any stimulus to purchasing power, such 
as had flowed dunng the war from its spending of borrowed money 
On the contrary, it was now reducing the national debt Such stim 
ulus as came from public sources resulted from the activity of stale 
and local governments m building roads and other public works 
It IS possible to point out several circumstances which apparently 
combined to bnng prospenty, at least to the indujtnal and urban 
sections of the population Dunng the deflation of igzi, pnccs of 
agncullunil products fell approximately to the 1915 level, whereas 
the quantity of crops raised remained substantally the same This 
reduced the purchasing power of farmers, but at the same time it 
reduced the cost of industrial raw matenalr and the cost of the wage 
eamas' food basket The course of the deflation m industry was 
quite diScrcnt 'The pnccs of manufactured good^ fell somewhat 
but still remained about 65 per cent above the 1915 level, whereas 
the actual quantity of industnal output did fall to the prevrar point 
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Thus mdustiy mamtained its pnccs by lestncting its ptoduchofl, 
uhile agriculture maintained its production and let pnces fall 

The consequence to the manufacturers ivas that, when revi«l 
came the prices of their raw matenak averaged about 25 per cent 
above 1913, whereas the prices of what they had for sale remained 
about 63 per cent above (Other industrial raw materials had much 
the same price experience as did crops ) This increased margin of 
feied a substantial profit incentiic It also permitted the payment of 
wages considerably above the prewar level While wages had been 
reduced during the depression they had not gone down as rapidly 
as the cost of living Wage earners therefore had a greatly enlarged 
purchasing power with which to buy manufactured products Manu- 
facturers were encouraged to produce these products not only by 
the wider profit margin ansing from the low cost of matenak but 
also by a gam m technological efficiency, which reduced unit labor 
costs 

If the outlay of consumers m the United States is stated in terms 
of constant purchasing power by taking account of the course of 
retail prices it actual!} grew $3 700 000 000 between 1920 and 1921 
and another $3 200 000 000 between 1921 and 1922 Such an active 
demand naturally stimulated enterprise Important specific facton 
may also be identified The automobile industry was a new one, and 
cxpencnccd a rapid growth The investment m its factories and 
machinery plus thesaleof its products yielded a growing amount of 
employment and wages The same result flowed from the rise of 
other new but less important industries such as radio Meanwhile 
there was a long continued boom m the construction industiy, 
which not only made up for the shortage of building during the war 
years but continued to satisfy an expanded demand The activity 
of construction naturally stimulated the manufacture of building 
matenak and the activity of other industnes indirectly dependent 
upon It 

Between 1922 and 19:6 the output of Amcncan industry meas- 
ured in plivsical terms grew about 24 per cent A steadily expanding 
outlay by consumers supplied the market for that portion of these 
products which was destined for consumer use The lemamdci was 
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absorbed by the demand for buildings, machinery, and other cap- 
ital goods which w’as provided bj an annual total of new mvest 
ment which maeased from $10,000,000,000 in 1921 to about 
$16,000,000,000 in 1926 Dunng the same penod technological ad 
«ncc was unusuallj rapid, the average output per wage earner in- 
CTcasmg more than in any previous jears of which there is record 
Prices did not change malerull), but evinced if anything a declining 
tendency There was no evidence of credit inBation A moderate 
advance in wages was registered Profits averaged high and dividends 
grew lapidlj So favorable did the situation look to most contem 
potaty economists and businessmen that many believ ed prospenty 
would continue indefinite!) 

The fact is of counc that it did not do so Many reasons have 
subsequent!) been advanced to account for the collapse Although 
no one can be quite sure where the trouble ongina ted, hindsight can 
point out a number of rather obvious sources of danger In 1927, the 
construction boom began to taper off There occurred in that )C3r 
not only a drop in new construction, but a reduction in new invest 
ment in producers' goods Thus the pnvate capital investment 
which had been a sttmubtmg factor began to waver In the same 
)car, the total outla) by consumers showed the fint drop since ic 
covciy bad begun There were also signs that the automobile in 
dustrj was approaching the limits of its rapid growth It was ceasing 
to be a “new" industry and was becoming stabilized 
These important danger signals were cither unlnovvn at the time 
or were disregarded because profits remained high and the pnccs of 
shares were shooting upward m a speculative stock market boom 
The spccubtive fever and the free spending which it stimulated 
doubtless had something to do with the temporary rccov’ciy that 
followed the 1927 recession Nevertheless, building construction 
continued on a downward course, and other types of production 
turned downward months before the crash on the stock market 
WTifle the events in M'all Street no doubt made the ensuing dc 
piession more senous than it otherwise would have been, they do 
not appear to have caused it Nor was the depression caused b) any 
dechne in profits or by any sbclcning of technological advance 
o 
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Pnces showed no apparently mBahonaiy tendency No stnngcncj of 
bank credit affected business activity aT least until long after indus- 
tnal production had begun to fall The causes whatever they were 
were more fundamental than any of these 

Such figures as vve have indicate that the purchasing power of 
consumers was not keeping pace with the capaaty for making prod 
ucls offered for sale to them Technical improvements permitted 
manufacturers to turn out a greatly enlarged product with fewer 
wage earners than before the war For the first time in the hisfoiy 
of this country the number of wage earners engaged m factones 
actually declined dunng a period of prospenty The numbers in 
agriculture also bccanlc fewer Employment m other occupations 
expanded enough at the same time so that there was no serious ensu 
of unemployment but a substantial amount of )oblessness neverthe- 
less existed Those wage earners who had jobs enjoyed a purchasing 
power somewhat increased by higher wages and lower pnces but 
their gam was not so rapid as the increase in the margin betwcdn 
costs and sale prices and in the enhancement of profits At the cxi$t| 
ing levels of real income available to the mass of consumers the 
markets for such expensive products as new houses and automobiles 
apparently became saturated At that point expansion of new in 
vestment m these industries ceased and this m turn reduced con- 
sumer income and outlay This is a bnef summary of an hypothesis 
which cannot be proved but which is m apparent conformity with 
such facts as arc available 

How does the situation after this war differ from that m the 
tw-enties? Not only is there doubt that pnvate enterprue, unaided 
by planning or governmental measures will be able to avoid an 
eventual depression but also a good deal of skepticism that it can 
even maintain expansion for as long as six }’cars as it did after 19:1 
The productive capacity of the country the volume of employment 
and the national income have all been increased tremendously dur 
mg the war While we need not expect that all those m war indus- 
tiies will wish to continue to work for wages production and the 
national income will have to remain at a level far above anything 
known before the war if there is not to be a brge amount of unem 
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ployment It is uncertain whether there will de\'elop this time 2 
dispant) between the pnees of raw materials and the pnees of fin 
ished products hVc that which enhanced the profit mcentne after 
the bst war It is also uncertain whether the purchasing power of 
labor wall be simdarly maeased Above all, there seem to be no new 
industnes which can play the role of automobiles, radio and others 
in attracting investment and expanding emplo)ment Airpbne pro* 
duction, even wnth the best possible fortune, is certain to suffer a 
considerable shnnVage 

There is a possibility that industry can be active until deferred 
consumer demands arc supplied But this is hardly Iihcly to take 
more than two or three years No doubt there will be a revaval in 
housing construction, but it is uncertain how long a building boom 
can bst unless v\c go m for rebuilding cities and slum clearance on a 
Urge scale, as other nations arc likely to do Reconstruction m for 
eign nations will stimulate exports of steel and other capital goods, 
insofar as loans are extended to finance these exports, but we cannot 
continue long to sell more goods abroad without buyang mote in 
exchange The ability to do this depends in turn on the size of our 
domestic mailct We cannot rely on the rest of the world to guar 
anlcc prospenty in the United States Rather, we must insure pros* 
penty in the United States m order that the rest of the wforld may 
thnvc 

Wc have one great advantage which did not exist after the bst 
war There is now some appreciation of the fact that a problem ex 
isls, whereas then few gave any thought to the matter Also there 
arc now better formulated ideas concerning the nature of the prob- 
lem These ideas, loo, rest upon a much larger body of statistical 
knowledge Dunng the bst war, not even the best informed experts 
had more than the vaguest idea of the size of the national income, 
the amount of consumen' spending, the numbers employed and 
unemployed, or the total of new capital sared and invested Tliough 
Our intbimation in these tTefefs is stiff far from perfect, it is sufficient 
to offer us something to work walh in analyzing the problem IE all 
this mental equipment is to be of any use, it must, of course, be ap- 
plied ift terms of national policy Tlicre arc now substantial forces 
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repiesentatn-e of bbor man3g*Tnent, an3 agncolharc which are 
concerned that this should be done. Though public opinion is stiD 
far from being ahse to the issues im-olved, it has enjosed a hlxtal 
economic educahon during the past quatter-centuij and is no' 
Qnrcsponsi\-e to new ideas 

Those at work in the field have alread} indicated how we xnay go 
to work to understand the ntuation in terms concrete enough to 
make mtcDigcnt discussion of pohc) possible The first thmg to do is 
to make an estimate of the size of the bbor force which is likclv to 
want paid emplos-mcnt in some gnen j-eat when the war h oier 
Popnbtion Sguics from the Censva Bureau oHcr the basis for doing 
so Estimates ma) differ in detail according to the assumptions em- 
ploi-ed. but the discussion is taken out of the realm of mere guess, 
and is lirmted b\ a fairh narrow range of piobabihbcs W c bare a 
figure for the mono \aluc of the total prrxluct turned out bv those 
at work m a prewar sear Therefore we can tell what wtiuld be the 
total product necessary to proiide emplo)-mcnl for anv gnen num- 
ber of persons after the war if pnccs and productmtj had not 
changed This cstunate must of course be merensed b\ an allowance 
for the growth of production per worker Elshmatcs of this growth 
maj be based upon past opencncc Allowance can also be made for 
pnee changes, as well as for any change m the length of the wwking 
wed^Thc final result of aB these estimates is a figure lor the amount 
which it would be necessary for the nation to produce if eseryhody 
seeking work were to be emplojeti 

\\ ith such a figure m hand it is possible to proceed to the nert 
question — namcl) where the purchasing power to absorb the req- 
uisite total of product is going to arise. Eipenditures ma) be cbs- 
sified under three mam heads F mt, there is the spending of indn id 
ual consumen Second there is the spending business for new 
capt'al goods Third, there u the spending b) goiemmcnt To- 
gether these three sources of spending must pros ide enough money 
to purcfiase the total product If the) do not, some of those seeking 
emploitncnt wall be out of work. 

It appean axiomatic that, no matter how much u produced, 
enough will be paid out durmg the process of production so tliat 
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fte recipienli of this income, taken as a whole, wfll have enough 
money to buy the tobi product The selling pnce of any article « 
made up of all the costs that went into its production, plus whatever 
profit iru) be made All the money received for its sale is therefore 
distributed li) somebody and can be spent Even the government 
as a tcapicnt of taxes or loans, comes into this picture The over 
simplified form of traditional economics would have assumed that 
since sufficient purchasing power must exist, it would all be used, 
and the total product would be bought According to this theory, 
the only problem of supplying full employment was to obviate fnc> 
tion or obstructions in the markets for the purchase and sale of 
goods and m the formation of pnccs Mote realistic students of oor 
economy have observed, however, that the existence of sufficient 
purchasing power docs not ensure that it wdl all be spent It is quite 
obvnous that the amount government spends depends upon deci 
sions that often are not closely dqioident upon the amount it 
collects It IS also true that the amount business invests is not de- 
termined solely by the purchasing power at its disposal, but rather 
by its estimate o[ the chance of profitable return on the invest 
ment 

One estimate of how much busmess and gov emment arc likely to 
spend may be based upon their pcrfomiancc m the past If we as- 
sume that their spendings will beat the same proportion to the na 
tional income as before the war, we can amve at an estimated total 
for (heir expenditures under a national income big enough to pro- 
vide full employment after the war The remainder must then be 
spent by the individual consumers, if enough is to be bought We 
can discover how much will be available for the spending of indi 
vidual consumers on the basis of the estimates made for the other 
figures But, of course, consumers save as well as spend If their past 
savings habits persut, they will not spend enough to consume the 
whole product 7be t«uU of almost any calculation like that out 
lined indicates iJiat there must be a ehanjjc somewhere in^past habits 
if anything hie full employment is to be maintained, given the high 
productive capacity which will exist Eitlicr business must invest 
more tlian it has been in the habit of doing, or the government must 
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spend more, or conjumen must sav-e less Of coune, some combma 
tion of the three might turn the tnck. ' 

The National Planning Association — a nongoscmmental non 
partisan organization controlled by prominent businessmen labor 
leaders and agncultural leaders — has made an interesting attempt to 
budget the entire national economy for full cmploj-ment using the 
t)peof method outlined Thespeafic Sgurcs it presents are tentatne 
and may be accepted or rqccted b) others but they serve to illas- 
tratc the nature of the problem It calculates that the total labor 
force in 19,0 excluding those who may be tempoianly unemplojcd 
while moving from one job to another will be approiimateiy 
60000000 The national product of such a force, it estimates at 
S 170 000 000 000 on the basis of 1941 pnees If business invested as 
large a proportion of the total product as it has done in the past, its 
spendings under an income of this size would be approximately 
000 000 000 Governmental expenditures calculated on the 
same assumption but modified for the additional costs which will 
follow the war such as interest on the national debt, larger military 
establishment and so forth would be about 525^00000000 The 
remainder or Si 20 600,000 000 must be spent by individual con 
sumers if the account 1$ to babnee 

Consumers will receive if the nabonal product is of this size and 
if business and government make the estimated expenditures, total 
income pavmcnts of $151 200 000 000 After pajing taxes they will 
presumably save something Assuming tax rates to be unchanged 
from 1944 and saving habits to be the same as before the war they 
would have left to spend about $99800000000 Tins compares 
with the required spending of Si'o 600 000 coo Obviouslj, it is far 
from enough This divacpxincy shows up on the other side of the 
books in two items — first an excess of individual saving over the 
amount drawn by business from such saving for new investment, 
and second a surplus m the budget of the redcral government 
Inspection of such figures docs not lead to any assurance that the 
problem will solve itself without the adoption of approprute pol 
icics Somehow orotlicr a babnee between income and expenditure 
must be achieved if high cmplojincnt u to be maintained Taxes 



199 


Need We Have a Depression^ 

may Ih: reduced, thus leaving consumers more to spend, and at the 
same time gosemment may spend more These two changes to- 
gether might serve to compensate for a dcSciency m pnvatc imest 
ment It IS ati abstract possibility that business investment would be 
so much higher than in the past that no change would be required 
in the other items This, however, does not seem Iflccly At least it 
would be prudent to keep accurate information about the volume of 
pnvatc investment, to forecast its future, and to be prepared to ad 
just other t)pcs of spending accordingly Naturally, all the figures in 
question mil be subject to correction when the cnsis approaches, 
and may be estimated with much greater accuracy after reconversion 
is completed 

If it IS going to be necessary fox the gov'cmmcnt to spend mote, 
there arc many things it can do which will provide useful products 
Nobody wants it to spend merely to provide jobs Work for which 
there is no real demand cither on the part of individual consumers 
or in the interest of the public welfare is pure waste There will, 
however, be a legitimate need for many types of activity not likclv 
to be undertaken by pnvatc enterprise, at least without govemmen 
tal organization or subsidy New regional developments like the 
TV^'A constitute one of these Slum clearance, replanning, and dc^ 
velopmcnt in urban regions is another Desirable extension of 
education and health services would make connderablc demands on 
manpower Airports, roads, bndges, and all other familiar types of 
public work could rcadil} be expanded It is unlikely, however, that 
with the immense productive power which will exist, government 
can WTScly spend enough to provide nratly all the needed demand 
The great problem, at least m the United States, will be to raise 
levels of consumption for goods and scrvaccs customarily turned out 
b) pnvatc enterprise This will not mean that cverjbody must buy 
more than he wants and can use There is an immense opportunity 
for further satisfaction of ordinary needs on the part of those large 
sections ot'tfic popu&tion at tfic fowet income fcvcls 

Tor this purpose more is neccssaiy than merely budgeting the 
natioml income and expenditures and observing whether discrep- 
ancies arc likely to aruc Something must be done to reduce the 
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pnces of generally used commodities as rapidly as the cosb cf pro- 
duction fall, or to increase wages in the same proportion, partic- 
ularly those in the low cr brackets In practice, it would probably be 
easier to adopt both policies at once There are some who think that 
pm-ate industry itself w ill see the adirintage of such a course and 
will follow it Many supposed that in the twenties it was actually 
doing so Whether it did or not, the prices of many desirable prod 
ucts were not brought low enough so that anywhere near all the 
people could have what they might legitimately base wanted Hous- 
ing of high standard is an obvious example If all the available bbor 
power IS to be utilized until all members of the population bast 
every thing they want and should has e, many things must be done 
which obviously wtre not done in the tw enties There must be betta 
organization of industnes like building construction There must be 
snore accurate knowledge of costs puces, wages, and profits, and of 
their resultant in the flow of purchasing power Monopolistic restric- 
tions must of course be removed, wherever they tend to reduce or 
obstruct the flow This range of problems is an extremely complex 
one, to which sufficient study has not yet been devoted 

In view both of the mtnnsic difficulty of the task and of the 
ignorance, prejudice, and interest that would hare to be overcome 
even if we could now be sure exactly what it would be desirable to 
do we obviously cannot give the Bntish any firm assurance that we 
shall maintain full employment and a\ oid another postwar depres- 
sion Indeed they could not give us any such assurance on their own 
part What wc legitimately could do however, would be to offer 
them some evidence that we have resolved to proceed as rapidly as 
possible with the job and are actually at work upon it The basis for 
such assurance does not at this wnting exist cither in any commit 
ment of the national government or ra the outlook and expressions 
of the majonty of those who now control American mdustiy Most 
of the work so far done in this field has been unofficial and repre- 
sentative of mmonties Some of these minonties arc potentially 
influential, but much remains to be done before it could be said that 
their views are generally accepted and are likely to guide action 
Tlic next few yean w ill be critical ones in this resp^ The Bntisb 
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seem to ha% e made up their minds to go m for national planning and 
ha\e officially committed themsehes to a full cmplojTncnt policy If 
nc adopt a similar course, they will have much more conSdence rn 
Anglo-Amcncan economic cooperation If v\e do not, they are liicly 
to conclude that wc must experience another depression before we 
senously undertake the ]ob of taming our economy 


f3 

RISKS OF FULL EMPLOYMENT 


Americans arc lilely to be surpnsed to discover that in- 
formed Bntish opinion fears a depression m the United States more 
than one in England At first glance British economic difficulties 
seem far more menacing than ours They have to worry not only 
about the management of their internal economy, but about ob- 
taining food and materials from abroad If Americans arc uncertain 
about ability to sustain full employment, should not the Bntish be 
even more so? Docs it not indicate some overconfidence on thar 
part when they assume that they will be able to achieve success, 
provided w c do not fail^ 

One general comment may b^ made at the beginning The Bntish 
problem seems now to be one of ov ercoming scarcity TTicir difficulty 
will be, at least for a considerable number of jean, to obtain enough 
food, clothing, houses, and all the other essentials of avilized life 
WTiat womes Americans about the economy of the United States 
seems to be the exact contrary of this Tor many j ears before the war 
we were technically able to produce many more goods than we could 
distribute to consumers through the ordinary mechanisms of the 
market Tlic war itself has greatly augmented our productive capac 
ity It IS feared that after reconvenion is completed and the backlogs 
of demand are satisfied we shall again have to struggle with un 
marketable surpluses of goods and labor To the naive mind it may 
appear more fortunate to be faced with a surplus than with a scar 
city, but in the type of economy to which both nations have been 
accustomed m the past, the reverse is true Private enterprise uliliz 
mg technical skill thrives on scarcity It is alwaj-s easy to create mote 
goods if there is a demand for them at pnccs that will yield a profit 
To the producen On the other hand, enterpnse and technology 
before the war struggled for jeats under the handicap of insufficient 
market demand and were unable to ofTer enough jobs Tins docs not 
mean that all members of the popublion had what tlicy needed or 
202 
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wanted It merely means that wc had not learned how to provide 
consumers with the neccssarj purchastng power 
Nevertheless there are tisls associated with the British full 
cmplojTnent program In the first place it mav not be achieved for 
any great length of time In the second place if it is achieved it 
may rnvohc untoward consequences It is neccssarv to examine 
some of the doubts concerning it which have bc^n expressed both 
in England and m the United Stales 
Tlie pledge to maintain a high and stable vciUimc of emplov 
ment was made under the most solemn circumstances The govern 
ment Wlntc Paper on cmplovment policy which contained the 
pledge was issued just before the British arms set forth to invade the 
Continent Pnmc Minister Churchill and Ernest Bcvin Mimslciof 
Labour addressed the troops on this occasion and emphasized this 
promise among others to create a better world for those who should 
return Nevertheless it is charged by spokesmen of the Left like 
Ancurm Bevan that this w as merely a dev icc to sustain morale and 
that if the Tones regain power thev will fo get the promise Some 
what similar promises were made dunng the last wur and forgotten 
after it Many beheve that even if the Conscn-ativcs remain loyal 
to the goal itself thcv will not favor the means necessary to achieve 
it Neither the rank and file of businessmen nor the propertied 
classes arc inclined to support drastic change Tjjcj do not rcalh 
understand the problem and now the war is ovrr they will be eager 
to abolish all state controls and strictly to limit governmental activ 
ily llicy may find support for this attitude from a public weary of 
rationing and all the other disciplines of war 
Even if the government adopts the methods described in the 
Wliifc Paper these methods may not be sufficient to accomplish (he 
result Tlicv have been severely criticized not only by Socialists but 
by such keen economic analysts as Sir \\ ilham Bevendge Tlic ob- 
jective on which ncailv all agree is to maintim an expanding and 
stead) expenditure sufficient to create a demand for all the goods 
that can produced llic chief danger according to the Keynes 
tlicorv IS tint that part of tiic expenditure of the country winch 
takes the form of new investment will shrink and thus not as much 
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will be invested as is being held out of the stream of purchasing 
power by saving One of the measures recommended in the White 
Paper is therefore to ascertain in advance what the total of invest 
ment is going to be As far as government expenditures are con 
cerned, this is not difficult The White Paper recommends that the 
government obtain the cooperation of private industries in collect 
ing information concerning thcir investment plans Such coopem 
tion may not be easy to elicit It may be necessary to install more 
governmental regulation even to compile this information than 
business or its political representatives would sanction 

If it appears that a contraction in trade and investment is in pros- 
pect, the government expects to stimubte new pnvate building and 
purchase of productive equipment by pointing out that it is to the 
advantage of investors to do tlieir buying when pnees arc sagging 
and labor is abundant This is an old idea. Erst promulgated by 
President Hoover in the United States early m the great depression 
It IS however contrary to the habit of most businessmen and, m 
spite of its apparent advantages is difficult to effectuate WTien 
people arc worried about business prospects they are not usually m 
a mood to expand their commitments Rather they wish to safe 
guard their enterprises by remaining as liquid as possible and keep- 
ing on hand a large amount of ready cash Credit is often tight at 
such times and money market conditions may not be favorable for 
the flotation of new security issues Even if money is available and 
the necessary policy is approved purchasers of new building or 
equipment may wish to wait until prices liavc reached the bottom 
rather than buying on the down grade It is particularly difficult to 
induce businessmen to increase current output on a falling market, 
for this may result in loading them up with stocks that will depre- 
ciate before they can be sold It may be easy to prove that if cvciy 
body would follow a policy of expanding operations under such 
circumstances, all would Iwncfit but it is extremely difficult to 
convince any given individual that others will do so Something 
more powerful than argument would seem to be necessary 
Tlieothet chief instrument of stabilization outlined in the Wliife 
Paper IS the familiar project of varying the amount spent for public 
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worls to compensate for the fluctuations in pm-ate business It is 
proposed that, when business is actne, public expenditure should be 
decreased and projects for governmental constmction should be 
held back until micmploymcnt appears Tins has almost never been 
done in the past, and it wtiuld be etcccdingh difEcuit to accomplish, 
especially m circumstances such as those of postwar Britain WTien 
business IS active there is a real need for expanded public construe 
tion It IS not likcl> that the British people would consent to go 
without housing and other urgent necessities in order to piovndc an 
adv*3ncc program of public wxixks against some hvpothetical depres 
sion Also, it 15 difhcult to stop long term construction projects in 
mtd-coursc 

Even if the construction industry could be expanded and con 
tneted at will in order to smooth out the fluctuations of other eco- 
nomic activities, this wnuld not provide the necessary stabilization of 
employment As Bevcndgc points out, you could scarcely expect 
masons or carpenten, when thrown out of work by a restriction of 
buflding. to find jobs making clothing or automobiles nor could 
you expect factory w-otkers to acquire suddenly the skill of building 
mechanics dunng a trade depression In any progressive economy 
there must always be some people changing jobs and learning new 
skills, but It IS w ISC to ask them to do this only when a relatively long 
period of employment is in prospect, and not to compensate for the 
swings m the trade cycle 

In the United States it has been suggested that a better objective 
would be to stabilize the construction industry itself This alone 
wtiiild be a difficult task. Unless the pnvalc sector of the industry 
could be much better planned than in the past, this endeavor would 
encounter the same objections to the v-arialion of public expenditure 
on conslnicbon In a previous chapter wc have examined Sir Wil 
1pm Bcvcndgc’s program, which aims not at compensating for the 
booms and depressions of pnvate enterprise but rather at ehminat 
mg them by advance phnsmg sdmtmstetcd through a number el 
new govanmental activities Ihcrc is little sign that British business 
wxiulci favor such drastic changes as he proposes Socialists m the 
Labour Tarty arc not satisfied that acn the Bevcndgc program 
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would be sufficient They believe that before the end can be at 
tamed, it will be necessary to nationalize all the industncs which 
form the backbone of the econom) so that long term public policy 
mavbe rcallj effectuated 

All these are theoretical considerations which may ha\e little 
meaning in the actual circumstances likely to confront Great Bnt 
am for some j ears after the war Indmdual purchasers will be eager 
to buy evcrvthmg that can be made for their consumption Govern 
mental reconstruction will necessarily involv c large expenditures sus- 
tained over a long penod and orport demands for relief and repair 
will be urgent For a transitional period of perhaps five or six )eais, 
full cmplojmcnt will be the natural result, entirely aside from any 
intricate plan to assure it Indeed, there is likely to develop a short 
age of manpower The considerations which we have been examin- 
ing will probably apply only when the transitional years draw to a 
close One concrete danger to be anticipated at that time has been 
pointed out by The (London) Economist \Vhat will happen to the 
construction industry when the rebuilding of Bntain has been com- 
pleted and the brge housing program begins to taper off? The Econ 
omist argues that, mordertoavoida slump at this (uncturc it would 
be well not to proceed too rapidly wath too ambitious a building 
program It would require a good deal of optimism about the fore- 
sight of the Dntish people, however, to suppose that in response to 
such counsels of caution they will not demand all the new bouses 
they possibly can get m the shortest possible time 

Theoretically there is no necessity for the disaster which The 
Economist foresees actually to happen If the time ever comes when 
Bntam no longer needs a large volume of new building, the con- 
struction workers can be employed making something else that a 
wanted If, finally the people really want no more of anything that 
can be turned out by productive bbor, they can enjoy an unprece- 
dented amount of leisure, recreation, and artistic punuits Such a 
Utopia, however, could scarcely be mamtatned without quite a dif 
faent economic organization from any to which we arc accustomed. 

\Vh3lcvtr the inadequacy of any specific set of measures proposed 
for achieving full employment, it must be fcmcmbcred that the 
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political bacVgTOund of the discussion in Bntam is quite different 
from that in the United States Amencans v-ho ob;ect to measures 
advocated for the purpose in view are likely to do so in order to 
strengthen the doubt that full cmpIojTnent can be achieied and to 
prO\c that the effort to achieve it is not a suitable guide for go\cm 
mental policy In Bntam history has precluded this sort of conten 
tion The discussion concerns rather which party or group in the 
community can be trusted to seek the aim and which sort of method 
had best be applied The aim itself has been accepted 

If the arguments of those who most scscrcly cnticize the war time 
While Paper arc valid, what they prove is not that full employ 
ment is impossible, but rather that it cannot be attained without a 
Urge measure of socialization or, at least, of more governmental in 
tCTVcntion than the Conservatives ate wnflmg to favor For the Con 
serva lives to argue that full employment is incompatible wnth pnvaf e 
enterprise would be to confer a political advantage on their oppo- 
nents, who are stmang to prove preascly this point It would be 
difScult for any political leader in Bntam to convance a majonty bv 
contending that pnvatc enterprise is so desirable in itself that the 
risk of depression and mass unemploymcnl must be incurred in 
order to preserve it Those who have suffered from unemployment 
in (he past and mav be subject to it m the futureare not long likely 
to remain convinced that freedom for the seeker after profits u idcn 
lical with freedom for the worker, if the latter is not to have the 
opportunity to cam a hvmg 

As a consequence, it is obvious to nearly all that if those who sup- 
port a private enterprise economy retain any power, they can use 
it only on condition that they can devise and apply means of prevent 
ing nncmploymcnt II m the long run they are unable to do so, poht 
ical power will probably pass into the hands of those who believe 
it necessary to restrict private enfcrpnse or even to abolish it alto- 
gether Stubborn and opinionated though Bntish Conservatives 
often ate, they have also shown a genius for compromise by the ac 
ceptance of new social institutions m orda to avoid more drastic 
conflicts \\7iat is likely to happen, therefore, is that a real effort 
will be nude to stabilize employment, no malta what party is in 
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power, and that whatever proves to he necessary wfll ultimately he 
done 

The danger that full employment may not be achieved seems to be 
negligible m the short run and even in the long run the interplay of 
political forces is of a kind which is likely to minimize it There w 
however another danger acknowledged by most of the theoretical 
proponents of full employment policies This is that a condition of 
full employment once attained might not be perpetuated because 
it would by its very nature generate economic forces which would 
nndermme economic stability It is feared that such a condition 
would favor inflation and uncontrollable increase of pnees which 
would eventually lead to a collapse In Bntain inflation would be 
particularly disastrous especially if it were not simultaneously expe- 
ncnccd by the rest of the world because it would dimmish Bntish 
exports This in itself would cause unemployment 

Tliosc who apply traditional economic doctnnes to public finance 
expect inflation to follow large spending by the government espe- 
cially if this spending is based upon governmental borrowmg They 
assume that this is the method which supporters of the Keynes the- 
ory expect to utilize and many of them believe that the advocates of 
a full employment pol cy themselves desire inflation and expect to 
produce it by such deficit financing It is now however fairly well 
established both in theory and in practice that governmental spend 
ing of borrowed funds docs not necessarily and m all circumstances 
produce inflation if by inflation is understood a rising spiral of prices 
and the accompanying speculative activities winch eventually lead 
to a collapse Deficit spending is advocated to be sure as a means of 
enlarging the amount of purchasing pow'Cr in circulation It may not 
actually do so if it is accompanied by a shrinkage of activity in the 
private sector of the economy In that case its purpose is defeated 
But even if it is successful generally rising pnees will not result 
unless the economy to whicli it is applied is already producing at or 
near capacity In that case something like full employment will 
already exist and def cit spending would not be employed to achieve 
It Tlic real purpose of enlarging total cxpcpditure is not to increase 
prices but to increase production and consumption A governmental 
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Hscal policy adopted to maintain full employment should not of it 
self beinfijtionaiy It is simplj countcrdcflationax) 

The real danger of price increases under full emplojment is of 3 
rather different sort At a time l^hcn almost all workers can obtain 
jobs and when emploscrs ate kept busy trying to fill orders, it is easy 
both for trade unions to exert their bargaining powa to obtain 
higher wages and for business concerns to jack up their prices But if 
productive capaaty is ahead) being full) utilized, genuine gams 
registered by one group of workers or one industry can onl) be at the 
expense of othen Higher teal wages or profits can be made only 
when produclmty « increased Of course, wage earners may gam a 
somewhat larger share of the national income at the expense of 
profits, but this opportunity is strictly limited unless total produc 
tion can be enlarged 

During the war, both the British and the American economies 
experienced the danger arising from this source It was curbed partly 
by heavy taxation, partly by campaigns for popular subscription to 
war bonds, and partly by strict pnee and wage controls Many doubt 
whether similar measures would be political!) feasible if the pa 
tnotic stimuli w ere absent Of course, the danger w ould be less acute 
in a pcacclime full-emplovment economy, because the government 
would not be utilizing such a large proportion of the nation’s pro- 
ductive capacity for products to tx: dcstioved on the battle fields — 
in other w ords, for goods that arc never ottered for sale Nev erthcless, 
some means of preventing excessive wage demands and pnee in 
creases would have to be devised if an unwholesome nsc in the pnee 
lev cl were to be a v oided 

It may be argued that the real tlanger m such a development 
would not be that of a general and widespread nsc m pnccs and 
wages, but rather that of increases m the sectors holding the more 
advantageous bargaining positions, at the expense of less fortunate 
members of the commimitv Obviously, if capacity production had 
2 ?o£W achiftcd and an Bscal and banltng paltct 

were being applied, neither the government not llic banks would go 
on increasing the total amount of purchasing power Thus there 
could be no expansion of demand as a whole m relation to supply as 
p 
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a whole, and general inflation could not occur WTiat w ould happen 
instead would be that the strongest unions and the more fa\-orahly 
situated businesses would enhance their rewards at the 'expense of 
those who found it more difficult to increase their incomes and jet 
w ere being obliged to pay higher pnees for w ha t they bought Those 
who would suScT would be persons lising on pensions and other 
kinds of fixed income, civil serv’ants, and emplojees in more highly 
competitive industncs Eventually, the more powerful groups might 
"pnee themselves out of the market ' so that unemplojincnt would 
increase In such circumstances, the standard remedy of expanding 
the total of purchasing povv er would be inappropnate In anv case, 
the outcome w ould be just as undesirable as inflation itself 
As far as wages are concerned, one possible remedy would be the 
application of wage ceilings enforced by govemment This remedy, 
however, could scarcely be applied without the consent and the 
cooperation of the labor mov ement, except in a political dictator 
ship which was ready to suppress the unions Labor’s consent to 
wage ceilings can be obtained dunng war, as has been proved in 
both Britain and the United States, although the unions may diflcr 
from other interests as to where the ceilings should be set In time of 
peace, this consent w ould be far more difficult to elicit, especially if 
private enterprise persisted and the cmplojers were making profits 
Bevendge suggests that the unions could be induced to accept, as an 
accompaniment of full employment, universal arbitration of their 
wage disputes, on condition that the employers were required to 
adopt standard accounting procedures and make full disclosures of 
their profits to the arbitraton In these circumstances, arbitraton 
could justify to the wage earners any refusal of demands which 
could not be met out of existing profits, and which would neces- 
sitate increase in the pnccs of the product It is not out of the qua 
tion that some such system wtiuld be acceptable to bbor, and that it 
would serve the purpose, provided trade union disciptmc were 
strong enough to check unruly and self seeking factions 
Pnee r^btion would also follow as a matter of coune Tlieoret 
ically, it need not be applied in the more highly competitive in 
dustna But it certainly would be required m industna controlled 
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by monopolies or characterized by monopolistic practices Bes'Cndge 
males the point that whether we have full cmploj-mcnt or not 
something must be done and undoubtedly wall be done, either to 
break up monopolies or to control them in the public interest Full 
employment would not create this problem but would simply ren 
dcr its solution more urgent It also may be true asbesass that once 
a large market were assured and the risk of depression were mini 
mized business would ha\c much less motuc to resort to restnc 
tions of output For such rcstnctions ate often adopted as a protcc 
tion of financial sccunty m the face of insufficient demand rather 
than as a means of gaming scarcity profits Certainly it would be 
easier to comincc producers that they stood to gam from large pro- 
duction and low pnccs if they could be sure of steady and expanding 
purchasing power for their products 
Pessimists believe that human habits cannot be changed and 
hcnccarcslcpticalof new institutions which would not operate well 
if men and w omen bchav cd under them as they ha\ e done under old 
institutions It IS indeed wishful thinking to suppose that people 
wall suddenly begin universally to obey the Golden Rule Neverthe 
less it IS quite unscientific to suppose that ways of thinking and act 
jng have no rcbtionship to the cultural environment m which men 
exist Tltc bargaining habits of trade unions and the restrictions of 
output by both labor and management arc natural responses to an 
economic emnronment m which there is little scciuitv which is 
subject to long periods of misfortune and in which the means of 
life do not expand tapiilly enough to offer reasonable assurance of 
the satisfaction of ordinary wants Tlicse habits would doubtless 
tend to persist for awhile if the environment were changed but 
there IS no reason to -suppose that more suitable modes of behavior 
would not in the end arise from a different t\pc of experience 
Any thinking person can see that it would not be for the self 
interest of any organization of labor or group of employers cillict to 
jtvdure judbtjpo fir aof j.v il»f wxaJtb £vf yJ'C mmmrv'vly s w-AvevV 
bs exploitation of its power It would not be necessiry in a full 
employment economy to inculcate either a passive submission or a 
saintlike self abnegation m order that the system might operate 
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with rcasonahle satisfaction It would merely be necessary to bnng 
about teamwork under a new set of rules This would not be easy, 
but it certainly would not be bejond the bounds of possibility. 

We have not, how ever, exhausted the list of possible dangen to a 
full employment economy There is another which is more subtle 
and IS less well understood by economists themselves, but which may 
lead to unexpected trouble It is suggested by what happened in the 
American economy between 1922 and 1929 On the surface, it 
looked as if this economy were in a fanl) stable condition of equilib- 
rium and would remain prosperous without senous interruption It 
certainly was expanding There was no apparent dispanty between 
savings and investment Demand was active, and inflation of any 
ordinary sort was absent Prices in general w ere steady while produo 
tion and consumption increased There was a moderate amount of 
unemployment, but this did not seem to offer great danger to the 
future, and it might have been obviated if the government had se- 
nously tned to do so Yet subsequent experience seems to prove that 
infernal flaws were all the while developing A distortion of one 
kind became exceedingly obvious when wald specubtion developed 
in the capital markets, but this was probably not the only or even 
the mam cause of the subsequent depression 

Without any* detailed analvsis of what happened during Hie 
twenties, it IS possible to infer that distortions were developing in 
the fabric of prices, wages, costs, and profits, which would not havo 
occurred if the delicate and prompt 3 d)iistmcnts postulated by the 
equilibrium theory of classical economics had been at work Our 
economic institutions had become so rigid and immobile as to pre^ 
vent the necessary adjustments If this was the case during the penod 
in question, would not a similar concealed imbalance be all the 
more likely to develop in an economy characterized by full employ- 
ment, deliberately maintained’ And if such an economy began to go 
downhill, would not an attempt to shore it up by the prop of 
purchasing power, arbitrarily introduced by the government, merely 
aggravate its internal maladjustments and postpone the day of 
reckoning’ 

Some economists have contended that depressions arc necessary 



213 


Risks of Full Employment 

in Older to bnng about icadiustments m the fabnc of pnccs and 
costs which wnll permit new expansion of production under the 
impetus of "naturar forces of demand and supply Dunng a period 
of prosperity, they argue, distortions develop which ncntuallv 
necessitate a reduction of output and cmploj-mcnt If then depres- 
sion IS not allowed to do its work, the economy cannot get under 
way again Measures to stabilize specific pnccs or to prevent hquida 
lion of capital structures or even to mitigate the effects of uncm 
plo}Tncnt arc therefore obstacles to enduring recovery It js quite 
conceivable that these economists ma) be correct, given the assump- 
tion that the economy is to be left in the main to the equilibrating 
forces of a free market Nevertheless the recent expcncncc of depres- 
sion indicates that human beings wall not allow deflation to proceed 
to its logical end The amount of insecuntj and suffering involved 
forces democratic governments to intervene Those m a position 
effcctuall) to demand relief or protection will get it 
But if malad|ustmcnts cannot be concctcd b) “natural forces," it 
docs not follow that they do not need concction A policy which 
stops at creating more purchasing power m the aggregate wall not 
necessarily compensate for the ngiditics of pnccs and costs and the 
immobilities of capital and labor which develop wathin a modem 
system of private enterpnse Some dev ice, or sy’stcm of dev ices, must 
also be applied which will do for the integration of the economy 
what market forces have failed to do, if a socially desirable alloca 
tion of labor and capital is to be approximated Otherwase we shall 
be m the position of applying forced draft to drive an engine that 
has worn out lieartngs and leaks valves 

In that case governmental spending to macase employment, 
whether supported by borrowing or by taxation, might fail to 
stimulate private enterpnse, it might on the contrary aggravate the 
ohvticlcs in the way of hirthcr activity It can cogently be argued 
that there would be no great danger in an increased national debt as 
longas the total national income increased proportionately, but the 
argument would not hold if business spending should shrink more 
rapidly than governmental spending expanded If it did so, govern 
merit would have to talc over a larger and brger share of economic 
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actiMty in order to minimize unemploj-ment In the end it would 
still be faced with the problem of adjusting prices, costs, and pro- 
duction within the economy m such a way as to satisfy needs in the 
order of their urgencj 

Again the answer may be made as in the case of monopoly, that 
the solution of this problem is no less pressing even if the type of 
full employment policy adiocated m Entain is not attempted It 
will arise m anv case Any future depression as sescre as that of the 
thirties IS sure to bnng about state mtencntion of some kind, and 
this mtencntion may be of a nature far more drastic than that 
which supporters of the Keynes thconcs now adsocate If the argu 
meet m question indicates the inadequacy of a compensatory fiscal 
policy, it docs not prove that the absence of this policy is any better 
Rather it proves that something more would be desirable It docs, 
however suggest that those in Bntam who are confident that the 
conect means of preventing unemployment are already knowm and 
need only to be applied have less reason for their confidence than 
they believe 

The practical choice confronting both Bntam and the United 
States IS not that between a completely free" and self-compensat 
ing economic order and one which is controlled in the interest of 
maintaining full employment Tlic order wc have is not wholly free 
and is not self-compensating Nor does there seem to be much 
chance of rendenng it so One instrument after another has been 
adopted to control its working in one aspect or another, or to com 
pensatc for its failures If these agencies were to be destroyed the 
need for them would not disappear Nor is there much likelihood 
that they will be abolished We shall simply have to accept the 
patent fact that the system is not self regulating and is likely to be* 
come less rather than more so The real choice open to us concerns 
the nature of the controls and compensations which ought to be 
tned 

At the present stage of knowledge, it is impossible cither for 
Americans tO be sure that they can avoid another depression or for 
the Bntish to be confident that they can do so, bamng intetfcrence 
from us But that docs not mean tliat there may not be a real dif 
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fcrcncc m the polices of the two rutions or that the Bntish has-e no 
jest grounds for their apprehension They, both ofocrjUj and as a 
people, recognize the existence of a problem and are prepared 
scnously to attempt to soKe it They ^\e set their goals and are 
ready to proceed Many in the United States talk and write as if 
thc'e were no problem, unless those who are tr)ing to solve it are 
themselves the problem Amencan conservatives seem to assume 
that existing institutions have worked satisfactorflv m the past and 
wiTl continue to do so if onlv wc refrain from altering them The 
Bntish arc cnlirel> jostiScd ra fcanng the consequences of this at- 
titude It vs certain that wc shall have a depression if we begin by 
supposing that it IS necessary to do nothing to avoul one except to 
do nothing The Bnhsb may also have an intcnully gcncjaled de- 
pression, but they arc not so likely to have one, and are much less 
likely to have a severe one, because they are wdlmg to accept the 
nsks of a fan-employment policy The two nations would certainly 
do much better if they would accept these nsks jomtly than tf one of 
them set off m the other direction. 
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In conducting tlie war and devising the political machinery of 
world security, the custom is to speak of the Big Three, the Big 
Four, or the Big Five powers These terms are justi&ed in terms of 
manpowcT, strategic position, or military potential When it comes 
to economic importance m world trade, however, there arc only a 
Big Two The United States and the United Kingdom arc so fat 
ahead of the others in cicporting and importing capacity that what 
they do wall determine the course of the woirld economy for years to 
come Germany and Japan once rivaled them, but the productive 
power of both has been mined, and will be re-created only m the way 
and to the extent permitted by controls m which Bntishers and 
Americans will be influential 

China has great undev eloped resources, but wall for a long time be 
almost negligible as an exporter and cannot finance her own im 
ports France, even before the war, was only m the second rank as a 
commercial nation and wall have little ability after it to determine 
the international trading and financial policies of others She would 
be unable to reverse any tendency established by the United States 
and Bntain in unison If they diverge, she will probably be found in 
the camp of owe or the other 

The Russian economy is the only one which now approaches 
cither the Bntish or the Amcncan in industrial capacity In the 
future it may very well outdistance them both Nevertheless, the 
Soviet Union aims to be as largely self contained as possible, and 
normally has a minor necessity cither for imports or for the exports 
necessary to pay for them Her rcconstniction requirements will be 
large, but she has only a moderate capacity to buy them except by 
means of credits whicli must be extended, if they are extended at all, 
by Bntain or Amcnea Her economic policy is such that she prob- 
ably never will have an over all export surplus in the sense in winch 
the United Stales has had one for many jears Russia contains no 
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profil seeling pn^’afe inlcrcsls which wish to grow by exploiting 
foreign marVets Not is she tilelj to ha\e large export surpluses of 
particular commodities for some time to come Her object is to use 
her whole products e power to increase military secunt) and 
domestic Inmg lc\cls On the other hand her resources arc so great 
and \nncd that, unlile Britain, she is not lilcly to become per 
mancntly dependent on brge imports of food and raw materials 
which cannot be obtained within her borders 

If the United States and Britain follow harmonious economic 
policies, therefore they will for a long period constitute a center of 
gras it) about which the orbits of all other nations must swing Tlic 
economic fortunes of the world will he largely determined bs the 
degree of prospciil) which the two great trading nations arc able to 
achicNc and maintain The outcome will exert political and military 
as well as economic influence on the future Wise and beneficent 
leadership on the part of (he Big Two can promote good will and 
providca \olumcof increasing satisfactions which will mminuzc the 
chance of war or civnl Molcncc Cultural ad^wnce of all the nations 
will hare its opportiinit), and bcttcrinstitutions may dciclop If, on 
the other hand, the Big Two incur economic disaster, new diusions 
will be promoted They may m that case cease to be the Big Two, 
and must surrender their leadership to othen, pcihaps to Russia 
Tlic interests of these two nations require, not only that they act in 
harmony, but that their action be successful m promoting general 
economic welfare 

At the moment it is far from certain howesCT, that they wall c\Cii 
base nuitualh harmontouscconomtcpohacs 77ns book constitutes 
an efiort to explain why this is SO, and upon what factors the out 
come depends To siimmanzc briefly Bntain, with her compre^ 
hcnsi\-c program for domestic reconstruction and her decreased 
means of bm mg the imports w Inch arc necessary to her subsistence, 
must expand her aports of goods hy half or more She is not willing 
to talc any imncccssarv dunces on the ability to do so Tlie United 
States n pressing for greater freedom of international trade with 
rcmosal of tanffs and other bamas and for miiltibtcnl commerce 
on the basis of compclitnc ptwalc enterprise Bntam would prob- 
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atlj be willing to agre to this pTigram if she could be sure of two 
things First, she wants to be certain that the United States will not 
engage m unfair compebbon for crports, by subsidies or otha 
means of selling more than it buss Second, she wants to feel con- 
fidence that the United States will not rum hex caport marbets by 
expcnen'sng an economic collapse which will unpmensh Bntam's 
foreign cnstomcis If the United States csixiccs a tendency to do 
cither or both of these things, Bntam wOl be compelled to try to 
safeguard her purchasing pow er and her export marbets bj barter 
ag'ecmcnb cichangr control, tariff and quota S)itcins, and other 
defaces which will tend to insubtc the members of her sj-stem from 
the American economy 

The choice Bntam mabes will depend not on the persuasion of 
w’ords so much as on the compulsion of ei-cnts Opinion within the 
nation extends aD the way from doctrinaire adhrmts of free trade 
and laisscz fane to those who behes'C in planned intemabonal 
trade conducted bv gmcmmcntal bu)irg and selling, no matter 
what the policy of other countries But the debate is not earned on 
m a sacuum The decision is not a matter of aesthetic or logical 
choice Let ns suppose that, because of the recognized desirabihty 
of remaining fntndly with the United States, Bntam consents to 
worb toward mulblateial bade without discnmmabon Then let us 
suppose that, because of lusuSacnl imports by the United States, 
world trade falls off, Bntam cannot export enough to buy what she 
reeds, the exchange value of the pound u endangered, and she suf 
fers sevre uncmplojuient No matter w hat ihcones are held, public 
pressu'C will compel the adoption of measures for pmtcction Those 
who have advocated such mcaturcs will nse to seals of power, if 
thc> do not already occupy them It must be rememhe^ that, even 
though Bretton Woods is ratified, any nation can withdnw from 
the International Monetary Fund at any time, as long as that nation 
fulfills Its financial ob! gations 

Those Englishmen who a-gue that cooperation with the United 
States u essential and hence that a restoration of uncontrolled trade 
should be attempted would be n a yeij weab position if this course 
seemed to invoKe relinquishment of full employment and danger 
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to the Mtjona] economic hfe There are in Bnbin, as in the United 
States poi^rrful interests v. hich w-ant protection for the sake of their 
p’oSls Thc> are mflcential m one of the tiso leading political 
partics—tbe Conserv-atnes who onginally installed the sy%lem of 
Impcnal Preference The other of the two chief parties — the Labour 
Parts — has a firm commitment to full cmplosincnt and the otha 
socul reforms It docs not on theoretical grounds bchesc m free 
pm-atc enterprac anssias it wants a partial socialism at home and 
would ha%c no reluctance to install planning of international trade 
as well if there seemed to be good reason for doing so Esen many of 
those theorists who want to try to restore multilateral free trade, be 
cause they behcvc it would work better under fasorable arcum 
stances, would not prefer it to an insubtcd economic ssstem if close 
economic cooperation with the United States imoUed sharing an 
Amencan depression Insofar as there m a practical choice, there- 
fore, it seems to rest not with Bntam so much as wnth the United 
States We may be able to restore a free world trading system with 
Britain’s help if we maintain full employment at home as well But 
we can hardly reach the first ob^ectisc wathout attaining the second 
A split between the two countnes in economic policy, in\oUang 
as It would both domestic and international measures would cstcnd 
through the world Those nations which are turning to full cm 
ployment and planning in their domestic affairs would ruturally be 
m the Bntish orbit The system wtiuld include the Bntnh Empire 
and dependennes, all the ^mmonwealths with the possible excep- 
tion of Canada all or most of the nations of Western Europe 
Specul trade agreements would Imh with this system Argentina 
and perhaps other rut ions from which it would wish to buy m large 
quantities and to which it could sell manufactured goods in cx 
change Russu would continue to play an independent economic 
role buyrng what she wuhed wherescr she could arrange barter or 
credits But she is committed to state trading, and would not sup- 
port the prcfCTcnce of the United States for muUnateral uncon 
trolled commerce. Tlie United States, together wath the Latm 
Amencan states mote closely dependent on her, and perhaps 
Canada, would suffer an enforced economic isolation 
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Such a division of the wtirld into tno trading areas could not fail 
to have grave consequences outside the economic realm ’The 
United States, with its enormous productive capacity, would find 
difficulty in remaining prosperous without selling to, and bu}ing 
from, the rest of the world many more goods than in the past In 
deed, the very occasion for British insulation would be the existence 
of a depression in the United States, or at least the imminence of 
one In these circumstances, Americans would be likely to resent 
fiercely the rcstnctions placed m the way of their commerce by the 
bamers erected about the British trading area Unemployment, 
business distress, and agricultural depression v.ould not be at- 
tributed to domestic causes, but rather to the deliberate action of 
our great trade nvals These nvals, in turn, could not avoid at least 
some of the unpleasant consequences of an Amcncan depression. 
Their troubles would be ascribed by their leaders to influences 
emanating from this country, and the effort to live without m and 
exclude our trade from other markets would be redoubled Trade 
rivalry always is embittered when there is a slump, as we saw before 
the vt^r, and the bitterness would be intensified if Bntain stood on 
one side of tlie fence and the United States on the other 

One important respect in which economic insecurity affects 
politics 1 $ that of imperial and colonul policy It has long been clear 
that the struggle for colonial empires has been a cause of trouble, 
both for the colonial peoples and the imperial powers themselves 
Liberals have favored the granting of independence or self govern 
ment to colonics and the removal of exclusive economic restrictions 
on their trade and development Yet after this war none of the great 
colonial empires seems ready to piinue this course ’Die British, the 
French, the Dutch, and the Belgians have made it clear that they 
intend to retain their empires and reject any international trustee 
ship over them 

The reason is partly a desire for military security and national 
power, gravely threatened by the Axis nations in the war rully as 
much, however, it is an expression of the need to liold together as 
large an area as possible over which uniform economic policies may 
be established 'Die British Empire is the foundation both of the 
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Impcml Preference tanffs and of the slciling area established for 
monctaf} stabilit) and bier cmploscd for exchange control 
America is sapng to Britain m effect Sunender \onr use of the 
Empire for these purposes Cue us and all others equal opportuni 
tics to trade and imcst within sour worldwide realm on a free 
compctilnc basis NaturalK DnLun hesitates to consent without 
confidence that the outcome wall be advantageous to her Economic 
divergence between the two nations would be sure to nvet the bands 
about the Bnlish Empire 

Even representatives of British labor who formcrlv advocated a 
liberal colonial policv arc now ashing themselves whv thev should 
abandon India and other regions to capitalist exploitation of the 
Amcncan sort when if thev held power thev could improvic the 
condition of the impoverished masses bv the same sort of Socialist 
pbnmng which thev hope to applv m Britain Equal opportunity 
for profit secUng trade and investment is not on their agenda at 
home- wh} should it be abroad’ It would be of no advantage to the 
Indians the Burmese or other dependent peoples thev arc inclined 
to reason to exchange the exploitative imperialism of the past for 
the anarchic confusion of a capitalist cconomv subject to depression 
and imcmploj-mcnt Is there not a third and better course — a 
counc which would necessitate a world vndc realm dchberateh con 
trolled m the interest of rising standards of living and full cniplo) 
incnl’ 

If there were a divergence m economic policy between Great 
Britain and the United States for which each nation would be in 
eluted to bbme the oflicr and which might be accompanied by un 
employment or low standarils of living m each the argument would 
not be confined to cool analysis of economic theories Tlic 
ideological lusis for n much mote disturbing conflict exists Amen 
can spoVesmen would altnhutc the ills of the wotUi to unsound 
and radical” policies m other countries mdcc<) these countries 
wo ill probiblv be accused of totahtarunism since many Amen 
cans ahead) Invc been led to l>chcvc tliat it is impossible to practice 
planning without losing ficcvlom I nglishmcu and rmopcaiis m 
turn would attach the outdatcvl fiscal policies of the United Slates 
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jts adherence to a system of pnvate interest which cursed the world 
with poverty and unemployment, its encouragement of ’’predatoiy 
capitalists” seeking to ocploit backward regions, its attempt to en 
force on other nations changes m their internal regimes in the 
interest of the almighty dollar 

In such an event, the world might dnft toward an armed ebsh, 
which could be set off by the peculiarly explosive mixture of conflict 
of economic interest, msecunt), material misery, intolerance of the 
theoretical systems and the practices of othen, the proicclion of 
blame on these others for internal misfortune Common sense 
might prevent so disastrous an outcome, and yet the nft between 
the two great Western peoples would offer an opportunity to other 
nations which might seek to advance their own pow er at the expense 
of disturbing the peace Even without any active hostility between 
Britain and the United States, bek of full cooperation between 
them opened the road to the nse of Nazism before the Second 
World War Division of their interests would allow the pbying of 
one against the othenn any new effort to exploit a babnceof power 
By this means even a resurgent and revengeful Germany or Japan 
might escape the checks necessary to prevent rearmament and a new 
try for world dominion 

British advocates of a policy of economic insubtion of course 
wish to invite no such disagreeable consequences They dismiss 
lugubrious predictions of this sort as mere nightmares A trading 
area pursuing a full-employment policy would be capable, they be 
licvc, of bargaining with the United States as it would bargain with 
others outside its boundaries by the application of babneed bene 
fils The United States already trades with Russia, although the 
lifter exercises complete governmental monopoly in buying and 
selling Could not the nations comprising the bloc centered on 
Bntain say to a depressed America "We will buy what wc need from 
joit if jou will buy an equivalent value from us’ ' And would not such 
a bargain prove to be acceptable, if llie same amount of exports 
could be obtained by the United States in no other way? By such 
means the British policy would be proved to be a method of expand 
mg production and consumption, ratlicr tlian one of rcstncting it 
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The United Slates might esen be penuaded, in its extremity, to 
adopt a full-<rmpbjTnent program and harmonize its fisal and 
monetai) program wth that of the Bntish trading area In that case 
the in-otld could be unified again on a basis of economic expansion 
This might be the outcome, and >ct m the meantime %ailuablc 
assets, both tangible and intangible, uould be lost It is not a chance 
which Amcncans, from their oum point of mcw, should be eager to 
talc U eventually they are to be compelled to follow the line which 
the Bntish now advocate, «h> not set out upon it at once without 
waiting for the depression and the international friction which arc, 
according to this argument, expected to bnng Anglo-Amcncan har 
mony? If we begin by seeling full employment m company with the 
Bntish, tiicy are not so likely to embark on the project of creating a 
separate trading area of ihcir own If both nations succeed in main 
taming full employment, it may never be necessary to abandon the 
multilafcral free trade which the government of the United States 
now favors In any event, such controls of international trade as it 
may become necessary to introduce can be truly international insti 
lutions, in which the United States can participate from the begin 
ning Any desirable control of output, allotment of production and 
sales ami regulation of pnecs in such commodities as wheat or 
rubber, could be established on a world wide basis and could regard 
the interests of consumers as well as those of producers 
It IS a sound policy on the part of the United States to advocate 
the abolition of the prewar crazy <iui1l of rcstnclionson world trade; 
to object to discnmmatoiy practices, and to insist that the object 
must be expansion rather than restriction of production Tins aim. 
however, IS not necessarily identical with complete govcramcnlal 
nonintcncnfjon in private business activities Trade controls may 
be expansionist instead of rcslnctiomst if they bung about enlarge- 
ment of production and reduction of prices llicy may be nondl^ 
crimmatory if they arc adjusted to the lialinccd iiUctcsts of all con 
cemed. instead of being adopted m flic interest of a particuLit 
nation or pan of nations They may cndeivor to balance uitcma 
lional payments, thus creating the fundamental conditions of 
stability in cxcliaugc rates, by cubrgmg the imports of the countries 
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having a surplus in their pa)’ments rather than by restricting the 
imports of those having a deficit The realm of truly international 
economic pbnning is a new and untried one, except for a few inter 
national commodity agreements hfuch remains to be learned about 
It The present purpose is merely to point out that nineteenth 
century free trade is not the only possible alternative to the maze of 
protective devices adopted before the war as defenses against de- 
pression If mtcmalional planning is to be the outcome, it will surely 
be better to approach it on a global basis nther than as a result of 
bitter competition between two or more nval trading areas 
The logic of the argument presented in this book leads to one 
obvious conclusion It is that the cornerstone of the Anglo-American 
cooperation which is regarded as essential must be the adoption by 
both coontnes of a policy aimed at maintaining full employment 
within each In one sense this is a matter for domestic decision 
within each of the nations, and yet upon it depends the gravest of 
international consequences If both pursue parallel aims in this 
respect, they can agree without much difficulty upon fiscal and 
monetary policies, international trade policies, exchange stabiliza 
tion, international investment, control of cartels and monopolies, 
and all other possible subjects of controvers) It would, indeed, be a 
great advantage if Britain and the United States would express in a 
formal agreement their mutual interest m full cmplojincnt and 
(licir belief that all other policies ilught to be assessed in the light of 
this ambition It might even be wise to set up a joint advisoiy com 
mission to help coordinate action m pursuit of the objective 
It must be admitted that a commitment of this sort would be dar 
ing and adventurous All the means necessary to fulfill it cannot 
now be foreseen But it would be no mote daring than the alliance 
committed to war against national enemies of the two great powers 
Wc could not be sure when we joined our forces to seek the defeat 
of Germany and Japan that wc should succeed We could not fore 
sec every strategic plan or guard securely against all the chances and 
fortunes of war We took the risk because there was unquestioning 
agreement about the dangerous character of the enemy and the dis- 
aster that would follow his victory We proceeded to organize and 
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plan (or the purpose of svinning, cs-cn though ue hnw it might be 
necessary to change our armngcmenls as the war developed and 
e\en though we could rrot predict esetj' mose of the enemy Mass 
unnnplo)'Tnent is no less dangerous a menace to the happiness and 
peace of the world than armed conquest. TIic fact that we arc not, 
at thebeginning, entirely certain that it can be subdued and that we 
cannot predict exactly the counc of the campaign against it should 
be a spur to our resolution and our mgenmt) rather than the con- 
trary. 

It would be ignominious indeed if the United States, after stand 
ing aside and watching Bntain skirl the edges of defeat at the hands 
of Hitler before we joined our forces with hers against tlic common 
enemy, should now stand aside in peace and passu eh wutch Bntain 
struggle to exterminate unemployment when it is clear both that 
she will hare great difEculty in doing so w ithout our aid, and that if 
we Join her in the endca\'oi we shall be serving our owti necessities 
as well as hen. Not only that, but we shall be benefiting the whole 
world. 
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